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SUMMARY   OF   RECOMMRNOATIONS 

This  listing  serves  as  a  means  of  summarizing  the  recommendations 
contained  in  the  report  and  the  audited  agency's  reply.  The 
recommendations  are  addressed  to  the  Department  of  Revenue 
unless  otherwise   noted. 
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Recommendation   #1 

The  department  develop  a  financial 

management   plan.  ^ 

Agency   Response:      Conditionally  concur.      See  page  53, 

Recommendation   #? 

The  department   reconcile   financial 

information    recorded   on  automated 

subsystems  and  manual   subsidiary 

records   to  SBAS   in   a  timely   manner,  7 

Agency   Response:      Conditionally  concur.      See  page  53. 

Recommendation   #3 

The  department   improve  internal 

accounting   controls  over  its  accounts 

receivable  systems.  9 

Agency   Response:      Conditionally  concur.      See  page  55. 

Recommendation   #^ 

The  department  establish   procedures 

to  ensure  timely   followup  of  and 

accurate   update  for  changes  and 

collections  on   accounts.  10 

Agency   Response:      Concur.      See   page  55. 

Recommendation    #5 

The  department: 

A.       Update  its  automated  corporate 

tax   data   system,  11 

Agency   Response:      Conditionally  concur.      See  page  56. 

R.       Maximize   use  of  the  corporate  tax 
data   system   to   identify  corpor- 
ation  tax   non-filers.  11 

Agency   Response:      Conditionally  concur.      See  page  56, 


SUMMARY   OF   RECOMMENDATIONS    (Continued) 

Page 

Recommendation   #6 

The  department  issue  and   follow   up 

on   delinquent  withholding   tax   notices 

(DQ-5s)    in  a  timely   manner.  12 

Agency   Response:      Concur.      See   page  56. 

Recommendation    #7 

The  department  perform  timely   liquor 

store  and   telephone  company  tax   return 

audits. 

Agency  Response:  Concur.  See  page  57. 
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Recommendation   #8 

The  department  send  gas  notices  to 

non-filing   natural  gas  taxpayers,   as 

required  by  state  law.  ^^ 

Agency   Response:      Concur.      See  page  57. 

Recommendation   #9 

The  department   record  all   revenue 

estimates  on   SBAS   in  accordance 

with   state  accounting   policy.  ^^ 

Agency   Response:      Concur.      See  page  58. 

Recommendation   #10 
The  department: 

A.  Record   required   transfers 

in  a  timely  manner.  '' 

Agency   Response:      Concur.      See  page  59. 

B.  Work  with   the  Department  of 
Commerce  to  study  methods  to  simplify 

accounting   for  coal  tax   funds.  ^^ 

Agency   Response:      Concur.      See  page  60. 

Recommendation   #11 

The  department: 

A.       Work  with   the  Department  of  Labor 
and    Industry   to  determine  the  feasi- 
bility of  providing   a  cross-reference 
list  of  corporations  useful   to  the 
Department  of  Revenue.  '° 
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Agency   Response:      Concur.      See  page  60. 

B.       If  compliance  with   requirements 
of  the   law   is  not   feasible,    seek 
legislation   to  change  the   requirements 
of  section    15-31-604, MCA.  18 

Agency   Response:      Concur.      See  page  60. 

Recommendation   #12 

X;       The  Department  of  Administration, 

Property  and  Supply   Bureau,   act 

promptly  on    requests   to  dispose 

of  property.  18 

Department  of  Administration   Response:      Concur.      See  page  66. 

Agency   Response:      Concur.      See  page  61. 

B.       The   Department  of  Revenue  comply 

with   state   property   disposal    laws.  18 

Agency    Response:      Concur.      See  page  61. 

Recommendation   #13 

The  department  comply   with   the   law  or 

seek   legislation   to  allow   transfer  of 

in-state  debtor  accounts   to  collection 

agencies.  19 

Agency   Response:      Do  not  concur.      See  page  61. 

Recommendation   #14 

The  department  comply   with   state  laws 

regarding   provision   of  application   forms 

for  energy-conserving    investment  deductions.  20 

Agency   Response:      Concur.      See  page  62. 

Recommendation    #15 

The  department   record   the   proper  amounts  on 

federal   financial    reports  and   return   $135.75 

to  the  federal  government.  20 

Agency   Response:      Concur.      See  page  62. 
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Recommendation   #16 

The  department   prepare   future   indirect  cost 

rate  proposals  accurately.  21 

Agency   Response:      Concur.      See  page  62. 

Recommendation   #17 

The  Department  of  Administration  change 
state  accounting   policy    regarding    recog- 
nition  of  property   tax    revenue  to   record 
such   revenue  in  accordance  with  generally 
accepted  accounting   principles.  21 

Department  of  Administration   Response:      Concur.      See  page  66. 

Agency   Response:      Concur.      See  page  63. 

Recommendation   #18 

The  department  maxi-code  significant   intra- 

entity  transactions  with  the  cash  control 

account  during   the  fiscal  year-end  cutoff  " 

period.  22 

Agency   Response:      Concur.      See  page  63. 

Recommendation   #19 

The  department   recognize  federal  grant 

revenues   in  accordance  with   state  policy.  23 

Agency   Response:      Concur.      See  page  61. 

Recommendation   #20 
The  department: 

A.  Review  the  monthly   property   action 

required   lists.  26 

Agency   Response:      Conditionally  concur.      See  page  64. 

B.  Reconcile   physical   inventories  of 
fixed  assets  to  the  property  account- 
ability management  system.  26 

Agencv   Response:      Conditionally  concur.      See  page  65. 

C.  Update  the  property  accountability 

management  system   in  a  timely  manner.  26 

Agency   Response:      Conditionally  concur.      See  page  65. 
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INTRODUCTION 

We  performed  a  financial  compliance  audit  of  the  Department 
of  Revenue  for  the  two  fiscal  years  ended  June  30,  1984.  The 
objectives  of  our  audit  were  to:  (1)  determine  if  the  department's 
financial  statements  present  fairly  its  financial  position  as  of 
June  30,  1984  and  results  of  operations  for  the  two  fiscal  years 
ended  June  30,  1984;  (2)  determine  the  department's  compliance 
with  applicable  state  and  federal  laws  and  regulations;  and  (3)  re- 
view the  adequacy  of  the  management  information  systems  and  make 
recommendations  for  improvement  in  the  department's  management 
and   internal  controls. 

This  report  contains  ?0  recommendations  to  the  department. 
These  recommendations  address  compliance,  management,  and 
internal  control  issues.  We  also  noted  internal  control  weaknesses 
related  to  the  department's  automated  data  processing  systems, 
v/hich  we  referred  to  our  EDP  auditors.  These  issues  will  be 
addressed  in  a  separate  EDP  audit  report.  Other  items  deemed  not 
to  have  a  significant  effect  on  the  successful  operations  of  the 
department  programs  are  not  specifically  included  in  the  report, 
but  have  been  discussed   with   management. 

The  financial  statements  contained  in  this  report  (beginning 
on  page  30)  have  been  prepared  in  accordance  with  generally 
accepted  accounting  principles;  however,  as  explained  in  Foot- 
note 1  (page  37)  and  paragraph  two  of  our  opinion  (page  28),  the 
information  is  only  for  the  Department  of  Revenue.  Accordingly, 
the  financial  statements  are  not  intended  to  present  fairly  the 
financial  position  of  the  State  of  Montana,  or  the  results  of  its 
operations.  For  the  fiscal  year  ended  June  30,  1984,  the  Depart- 
ment of  Administration  prepared  the  first  Comprehensive  Annual 
Financial  Report  for  the  State  of  Montana.  Our  office  audited  the 
Montana  Comprehensive  Annual  Financial  Report  and  issued  our 
opinion  dated  October  25,  1984  on  the  general  purpose  financial 
statements  contained  therein.  With  an  opinion  on  the  Montana 
Comprehensive  Annual  Financial  Report,  the  Legislative  Audit 
Committee  made  a  policy  decision  to  change  the  format  of  the 
financial      information      presented      in      individual      agency      audits. 
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Individual  agency  audits  will  now  present  unadjusted  SBAS  finan- 
cial schedule  information,  prepared  in  accordance  with  state  ac- 
counting policy.  However,  because  our  audit  work  on  the  Depart- 
ment of  Revenue  financial  statements  was  nearing  completion,  the 
policy  change  in  the  financial  information  format  is  not  reflected  in 
this   report. 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  the 
costs  of  implementing  the  recommendations  made  in  this  report.  If 
we  determined  that  significant  costs  are  associated  with  implemen- 
tation of  a  recommendation,  we  disclose  the  cost  in  the  report 
section. 

We  thank  the  directors  and  their  staff  for  their  cooperation 
and  assistance  throughout  the  audit. 

BACKGROUND 

The  Department  of  Revenue  was  created  through  the  Execu- 
tive Reorganization  Act  of  1971.  The  department's  primary  func- 
tion  is  the  uniform  administration  of  all   state  tax   laws. 

The  department  consists  of  the   following   nine  divisions: 

Centralized  Services  provides  a  wide  variety  of  support 
services  for  the  department.  Included  among  them  are  cen- 
tral mail  processing,  cashiering,  accounting,  personnel  and 
payroll,  and  internal  management  review.  The  division  also 
administers  the  collection  of  bad  debt  receivables  for  all  state 
agencies. 

Income  Tax  administers  state  income  tax  law.  The  division 
has  active  audit,  compliance,  and  collections  programs  and  is 
responsible  for  operating   the   income  tax  withholding   system. 

Legal  and  Enforcement  provides  legal  services  for  the  depart- 
ment.  It  also  administers  programs  which  enforce  the  state 
liquor  code,  investigate  welfare  fraud,  enforce  the  child 
support  obligations  and   investigate  Medicaid   fraud. 

Liquor  administers  the  laws  governing  the  sale,  taxation,  and 
consumption  of  distilled  spirits,  wine,  and  beer.  It  also 
operates  the  state  retail   liquor  enterprise. 

Miscellaneous  Tax  administers  several  revenue  sources  includ- 
ing  the  cigarette  and  tobacco  products  taxes,  the  contractor's 
gross   receipts  tax,   and  the  state  inheritance  tax. 


Motor  Fuel  Tax  is  responsible  for  administering  the  law  impos- 
ing   tax  on  gasoline,    diesel   fuel,   gasohol,   and  aviation   fuel. 

Natural  Resource  and  Corporation  Tax  administers  the  corpo- 
ration license  tax  on  the  net  income  of  corporations  and  major 
severance,  net  and  gross  proceeds  taxes  applied  to  natural 
resources  such  as  coal,   oil,   and  natural  gas. 

Property  Assessment  is  responsible  for  valuing  all  taxable 
property  in  the  state.  The  division  is  charged  with  assuring 
uniformity  and  equality  among  the  various  counties  and  with 
determining  and  apportioning  the  value  of  taxable  property 
which   crosses  county   lines. 

Research  and  Information  provides  data  processing  and  word 
processing  services  for  the  department.  The  division  also 
administers  the  research  program  which  compiles  information, 
analyzes  data  using  statistical  methods,  forecasts  revenues 
from  tax  sources,  provides  responses  for  taxpayer  questions, 
and   is   responsible  for  major  department  publications. 

FINANCIAL  MANAGEMENT    PLAN 

During  our  audit  we  noted  several  accounting  related  prob- 
lems at  the  department.  The  problems  are  discussed  in  detail  in 
the  "Reconciliations"  and  "Accounts  Receivable"  sections  of  this 
report.  These  problems  arise  from  the  differing  information  re- 
quirements of  divisions  and  bureaus  within   the  department. 

The  Centralized  Services  Division  requires  sumnary  financial 
information  from  all  aspects  of  the  department's  operations  for 
inclusion  on  the  Statewide  Budgeting  and  Accounting  System 
(SBAS).  As  required  by  section  17-1-102,  MCA,  the  Department 
of  Administration  has  established  SBAS  as  the  uniform  accounting 
system  for  all  agencies.  However,  the  divisions  and  bureaus  in 
the  department  have  independently  developed  various  subsystems 
to  provide  additional  management  and  financial  information  tailored 
to  their  specific  needs. 

As  indicated  by  some  of  the  problems  noted  in  the  "Reconcil- 
iations" section,  agency  personnel  may  tend  to  overlook  the  inter- 
relationship between  the  primary  accounting  system  (SBAS)  and 
the  subsystems.  Each  user  relies  on  the  system  they  are  most 
familiar  with  and  excludes  the  other  related  systems.  However,  in 
many   cases,    because   the   initial    input   source   for   SBAS   is   the   same 


as  the  related  subsystem,  the  overall  reliability  and  usefulness  of 
both  systems  is  reduced  when  the  systems  arc  not  reconciled. 
The  department  has  initially  developed  separate  accounts  receivable 
subsystems  for  various  users;  however,  all  accounts  receivable 
systems  should  provide  similar  basic  capabilities  that  could  meet 
the  needs  of  all  users. 

These  problems  indicate  a  general  lack  of  a  department  finan- 
cial management  plan.  Department  management  should  lead  in 
developing  a  financial  management  plan  by  establishing  the  goals 
and  objectives  of  the  department's  financial  system.  In  order  to 
coordinate  the  department's  efforts  to  meet  its  financial  system 
goals  and  objectives,    the   financial   management   plan   should: 

—  identify    and    consider    the    information    needs    of    the    various 
users; 

— analyze  the  interrelationship  of  the  various  systems;   and 

— clarify     the    duties    and     responsibilities    of    the    different    di- 
visions and  bureaus  within   the  department. 

Any  system  that  ties  to  the  department's  primary  financial  system 
should  meet  the  goals  and  objectives  outlined  in  the  financial 
management  plan. 

RECOMMENDATION    #1 

WE    RECOMMEND    THE    DEPARTMENT    DEVELOP    A    FINANCIAL 

MANAGEMENT   PLAN. 

ACCOUNTING    RECORD    RECONCILIATIONS 

Reconciliations  between  accounting  records  that  provide 
similar  information  ensure  the  reliability  of  the  amounts  recorded 
on  each  system  and  help  safeguard  assets  against  loss.  Such 
reconciliations,  once  performed,  should  specifically  identify  and 
document  the  reason  for  each  difference  identified  in  the  reconcil- 
iation process.  The  department  has  no  system  to  provide  adeguate 
reconciliations  for  the  following  areas. 


Automated  Subsystems 

The  department  operates  several  major  computerized  subsys- 
tems, which  provide  detailed  information  on  millions  of  dollars  of 
financial  activity,  that  are  not  fully  reconciled  to  the  Statewide 
Budgeting  and  Accounting  System  (SBAS).  The  reliability  of 
amounts  recorded  on  these  systems  is  important  for  projecting 
future  state  revenues,  as  well  as  reflecting  historical  activity 
accurately. 

The  department  does  not  reconcile  its  computerized  subsystem 
totals  of  amounts  reported  on  individual  income,  withholding,  and 
oil  producer's  severance  tax  returns  to  the  sum  of  collections  and 
accounts  receivable  recorded  on  SBAS  for  each  tax  type.  Revenue 
of  $219.3  million  was  recorded  on  SBAS  in  fiscal  year  1983-84  for 
these  three  tax  types;  $141.7  in  the  General  Fund,  $58.9  in  the 
Special   Revenue   Fund,   and   $18.7   in   the  Debt  Service  Fund. 

Department  personnel  have  tried  to  reconcile  amounts  due 
reflected  on  the  subsystems  to  accounts  receivable  recorded  on 
SBAS.  They  identified  differences  as  "system  errors,"  but  could 
provide  no  documentation  to  support  that  differences  were  due  to 
system  errors  or  what  types  of  system  errors  occurred.  One 
possible  reason  for  the  differences  may  be  that,  although  the 
dollar  amount  of  transactions  input  is  reconciled  to  the  amount 
processed  on  the  income  tax  subsystem,  the  amount  processed  is 
not   reconciled   to  the  amount  output  from  the  subsystem. 

The  department  should  reconcile  amounts  processed  to  amounts 
output  from  automated  subsystems  to  ensure  all  amounts  processed 
are  completely  and  accurately  output.  Then  department  personnel 
should  reconcile  the  collection  and  receivable  subsystem  amounts  of 
taxes  assessed  to   revenue   recorded  on   SBAS. 

Manual   Subsidiary   Records 

The  department  does  not  reconcile  cigarette  tax  assessments 
to  collections  and  receivables  recorded  on  SBAS.  Consequently, 
department  personnel  were  not  aware  of  and  did  not  record  receiv- 
ables   and    related    current    and    prior    year    revenues    of    $1,017,151 


and    $376,207     in     the    Debt    Service    and     Capital     Projects     Funds, 
respectively,   at  fiscal  year-end   1982-83. 

Department  personnel  do  not  reconcile  brewers'  reports  of 
beer  shipped  into  the  state  to  distributors'  reports  of  beer  sold. 
Reconciling  these  reports  would  help  ensure  all  beer  sold  is  re- 
ported and  taxed.  The  department  recorded  $1.2  and  $2.0  million 
of  beer  tax  revenue  in  the  General  and  Special  Revenue  Funds, 
respectively,    during   fiscal   year   1983-84. 

Bad   Debts 

The  department's  Pad  Debt  Collections  Bureau  currently 
maintains  two  subsystems  in  addition  to  SBAS  to  account  for  bad 
debts  due  to  the  state.  For  all  debts  not  offset  against  tax  re- 
funds, the  account  information  is  entered  on  the  department's 
computerized  accounts  receivable  subsystem  for  bad  debts.  Index 
cards  that  include  more  detailed  account  information  are  also 
manually  prepared  and  updated  by  bureau  personnel.  An  account 
receivable  and  a  related  allowance  for  doubtful  accounts  is  then 
established  on  SBAS.  The  department  should  determine  what  its 
needs  are,  as  recommended  on  page  U,  and  eliminate  duplicate 
systems. 

Bureau  personnel  attempted  to  reconcile  the  automated  bad 
debts  subsystem  to  SBAS  for  the  first  time  since  1975  at  June  30, 
1983.  They  were  unable  to  identify  reasons  for  the  total  absolute 
difference  of  $351,033  or  net  difference  of  $71,833  (2.5  percent) 
between  SBAS  and  the  subsystem,  so  they  adjusted  SBAS  to  match 
the  subsystem.  The  bad  debt  system  and  SBAS  were  not  recon- 
ciled again  and  by  June  30,  ^98^,  SBAS  reflected  a  $2,186,600 
balance  in  bad  debt  receivables  while  the  subsystem  reflected 
$2, mo, 700,  a  net  difference  of  $45,900,  or  2  percent.  Bureau 
personnel  stated  they  have  no  plans  to  reconcile  the  bad  debt 
system  to  SBAS   in   the  future. 

To  limit  the  number  of  differences  and  to  ensure  the  proper 
amounts  are  recorded  on  each  system,  the  bureau  should  reconcile 
the  bad  debt  subsystem  to  SBAS  monthly. 


Summary 

Reconciliation  of  all  differences  between  systems  may  not 
always  be  cost  beneficial.  The  department  should  prepare  and 
document  an  analysis  evaluating  the  costs  and  benefits  of  reconcil- 
ing systems.  When  the  department  determines  not  to  reconcile  a 
system  based  upon  a  cost-benefit  analysis,  the  department  should 
retain   documentation   of  the  analysis   to  support   its  decision. 

RECOMMENDATION    #2 

WE    RECOMr/lEND    THE    DEPARTMENT     RECONCILE    FINANCIAL 

INFORMATION      RECORDED      ON      AUTOMATED      SUBSYSTEMS 

AND   MANUAL   SUBSIDIARY    RECORDS    TO   SBAS    IN    A   TIMELY 

MANNER. 


ACCOUNTS   RECEIVABLE 

For  each  division,  the  department  maintains  a  manual  or 
automated  accounts  receivable  subsystem  as  its  detail  ledger  of 
individual  accounts.  The  automated  subsystems  post  receivable 
transactions,  compute  interest  for  receivables  that  are  no  more 
than  180  days  old,  age  receivables,  and  can  automatically  generate 
statements  of  account  balances.  The  automated  subsystems  provide 
useful  and  timely  information  for  the  divisions  which  utilize  them. 
The  Motor  Fuel  Tax  Division  and  the  Inheritance  Tax  Bureau 
account  for  receivables  manually.  Manual  postings  to  receivable 
transactions  and  reconciliation  of  balances  is  a  cumbersome  and 
time  consuming   process. 

Our  audit  of  the  department's  accounts  receivable  subsystems 
indicated  the  following  problems,  which  were  all  noted  in  our  prior 
report.  These  are  in  addition  to  the  reconciliation  problems  dis- 
cussed on   pages   4   to  7  of  this   report. 


Manual  Systems 

Motor   Fuels 

Currently  one  individual  in  the  Motor  Fuels  Division  performs 
the  following   functions: 

1.  posts  accounts   receivable  to  ledger  cards; 

2.  sends  account  statements; 

3.  totals     ledger     cards     at     year-end     to     process     accounts 
receivable  amounts;   and 

4.  performs  desk  audits  for  gasoline  tax   returns. 

This  individual  receives  little  direct  supervision  when  performing 
these  tasks.  Supervision  could  provide  a  control  to  detect  errors. 
Alternatively,  functions  1,  2,  and  3  above  could  be  automated. 
Automation  would  reduce  the  risk  of  manual  math  errors  while 
allowing  the  individual  to  concentrate  on  desk  audits  and  monitor- 
ing  the  automated  system. 

Approximately  10,000  diesel  tax  ledger  cards  are  manually 
posted  for  accounts  receivable  and  interest  records.  There  is  no 
control  account  to  prove  totals  over  the  cards.  In  sample  tests  of 
ten  diesel  tax  account  balances,  three  accounts  contained  errors  in 
the  calculation  of  interest  and  penalty  payments.  Although  they 
were  not  material,  these  computational  errors  could  be  reduced  or 
eliminated  with  an  automated  system. 

The  department  purchased  two  microcomputers  and  was  in  the 
process  of  automating  diesel  tax  records  when  the  computer  pro- 
grammer resigned.  Department  personnel  also  decided  the  two 
microcomputers  would  not  adequately  accommodate  Motor  Fuels 
Division's  needs,  so  the  microcomputers  were  transferred  to  other 
divisions. 

Inheritance  Tax 

The  Inheritance  Tax  Bureau  also  maintains  manual  subsidiary 
detail  ledger  cards  for  accounts  receivable.  Card  balances  are 
posted   to  a   summary   sheet  monthly. 


In  calculating  accounts  receivable  balances  at  June  30,  the 
bureau  did  not  include  the  interest  due  on  these  tax  receivables; 
however,  the  interest  due  is  not  believed  to  be  material.  The 
bureau  also  manually  reviews  ledger  cards  for  past  due  accounts. 
Bureau  personnel  do  not  age  the  receivables  or  have  established 
procedures   for  determining    whether  an   account   is   uncollectible. 

In  response  to  our  prior  audit  recommendation,  department 
officials  indicated  an  automated  system  would  not  be  cost  justified. 
However,  as  noted  on  page  4,  one  central  accounts  receivable 
system  may  meet  the  needs  of  all  users.  Once  the  department 
establishes  a  financial  management  plan,  inheritance  tax  receivables 
could  be  automated  on  an  existing   system. 

Summary 

An  automated  system  could  provide  detailed  information  as  to 
who  owes  what  amount,  a  trial  balance  of  the  accounts,  information 
to  aid  reconciliation  of  amounts  to  the  state's  accounting  system, 
monthly  billings,  and  an  aging  of  account  balances.  A  properly 
implemented  automated  system  would  improve  accounting  efficiency 
and  enhance  internal   control  over   receivables. 

As  recommended  on  page  4,  the  department  should  consider 
its  overall  financial  management  needs  before  implementing  system 
changes.  Until  department  personnel  develop  an  overall  financial 
management  plan,  the  department  should  improve  its  current 
control  system  over  the  manual  records.  It  is  not  practical  to 
estimate  the  cost  of  automating  these  accounts  receivable  records 
until  the  department  formulates  a  financial   management  plan. 

RECOMMENDATION    #3 

WE      RECOMMEND      THE      DEPARTMENT      IMPROVE      INTERNAL 

ACCOUNTINC    CONTROLS    OVER    ITS   ACCOUNTS    RECEIVABLE 

SYSTEMS. 


Update   Procedures 

We    selected    from    the    accounts    receivable    subsystems    15    and 
30    individual    accounts    receivable    balances   outstanding   at   June  30, 
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1983  and  1984,  respectively.  Thirteen  of  these  forty-five  balances 
(seven  corporation  and  six  miscellaneous  tnx)  were  incorrect. 
Reasons   for  the  incorrect  balances  were  as  follows: 

1.  Accounts  had  been  collected  or  settled  in  court  in  favor 
of  the  taxpayer,    but   not   removed   fron  the  system. 

2.  The  original  accounts  receivable  amount,  including 
interest,   was   reassessed  and   not  changed  on   the  system. 

3.  We  noted  many  of  the  errors  occurred  in  the  manual 
receivable  subsystems.  In  other  instances,  a  tax  divi- 
sion would  send  an  individual  account  to  the  legal  divi- 
sion for  prosecution  and  not  follow  up  on  the  account  to 
determine  if  there  was  any  change  in  the  account's 
status  and  update  the  receivable  subsystem,  if  neces- 
sary. 

RECOMMENDATION    #4 

WE  RECOMMEND  THE  DEPARTMENT  ESTABLISH  PROCEDURES 
TO  ENSURE  TIMELY  FOLLOWUP  OF  AND  ACCURATE  UPDATE 
FOR   CHANGES  AND   COLLECTIONS   ON   ACCOUNTS. 


CORPORATION   TAX    NON-FILERS 

In  our  prior  audit,  we  recommended  the  department  automate 
its  review  for  corporation  tax  non-filers.  Currently,  the  depart- 
ment has  the  following  data  available  from  automated  systems: 

A.  a   listing  of  delinquent  corporate  taxpayers;   and 

B.  a     mailing     list     showing     the    date    of    the     most     current 
return   filed   (updated  monthly). 

However,  department  personnel  have  continued  their  manual  review 
of  corporation  tax  files  on  an  annual  basis  because  they:  1)  be- 
lieve the  information  on  the  automated  systems  is  not  reliable 
enough  to  send  delinquency  notices  without  offending  taxpayers 
because  of  duplicate  ID  numbers,  name  changes,  changes  in  fiscal 
reporting  periods,  and  combined  returns;  and  2)  would  continue  to 
do  the  review  to  look  for  other  issues  to  follow  up  and  to  eliminate 
files  outside  the  statute  of  limitations.  The  review,  which  depart- 
ment personnel  estimate  takes  five  weeks  of  evenings  and  weekends 
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by  all  levels  of  staff,  includes  a  comparison  of  eacin  file  to  the 
mailing  list  and  the  mailing  list  to  the  delinquency  printout  to 
check  the  accuracy  of  the  automated  data.  The  department  then 
generates  delinquency  notices  to  manually  identified  non-filers 
through  the  use  of  the  mailing  list  and  word  processing  equipment. 
The  department  should  correct  its  automated  system  programming 
and  input  processes  to  improve  the  reliability  of  the  corporation 
tax  information  on  the  systems  and  reduce  the  time  needed  to 
manually   review  files. 

In  addition  to  its  files  of  past  corporation  tax  filers,  the 
department  maintains  a  card  file  of  newly  registered  corporations. 
Delinquency  notices  for  1980  incorporations  were  mailed  in  January 
1984.  A  business  incorporated  on  December  31,  1980  would  have 
received  an  automatic  six-month  extension  on  April  15,  1982  to 
October  15,  1982  and  a  potential  three-month  extension  to  Janu- 
ary 15,  1983.  Therefore,  all  of  these  corporations  were  at  least 
one  year  delinquent  when  the  notices  were  mailed.  The  depart- 
ment should  include  newly  registered  corporations  in  its  automated 
system   for  identifying  corporation  tax  non-filers. 

RECOMMENDATIOM   #5 

WE   RECOMMEND   THE   DEPARTMENT: 

A.       UPDATE      ITS      AUTOMATED      CORPORATE      TAX      DATA 

SYSTEM. 
P.       MAXIMIZE    USE   OF   THE    CORPORATE   TAX    DATA   SYSTEM 

TO    IDENTIFY   CORPORATION   TAX    NON-FILERS. 


WITHHOLDINC   TAX 

At  the  beginning  of  fiscal  year  1982-83,  the  department  mailed 
delinquent  withholding  tax  notices  (Form  D0-5s)  about  10  months 
after  the  related  quarterly  returns  were  due.  By  the  end  of  fiscal 
year  1983-81,  the  department  had  improved  the  timeliness  of  D0-5s 
mailings  to  within  three  months  after  quarterly  returns  were  due. 
To  do  this,  department  personnel  devoted  more  tine  to  the  mailing 
and  less  to  followup  on  the  DQ-5s.  Since  the  department  did  not 
have    sufficient    staff   to    do    both    at    the    time,    the   department    was 
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not   able   to   followup  on   employer    responses,    or   lack   of   responses, 
to  the  D0-5s  in  a  timely  manner. 

To  maintain  a  constant  flow  in  workload,  and  to  maximize 
state  revenues,  the  department  should  issue  all  and  follow  up  on 
most  DQ-5s  before  the  next  quarter's  returns  are  due.  After  the 
end  of  our  audit  period  the  department  hired  additional   personnel. 

RECOMMENDATION    #6 

WE  RECOMMEND  THE  DEPARTMENT  ISSUE  AND  FOLLOW  UP 
ON  DELINQUENT  WITHHOLDING  TAX  NOTICES  (D0-5s)  IN  A 
TIMELY  MANNER. 


AUDIT   PROCEDURES 

The  department  employs  auditors  to  perform  audits  of  liquor 
stores  and  tax  returns.  These  audits  enable  the  department  to 
detect  errors  and  irregularities  made  on  tax  returns  and  in  the 
management  of  liquor  stores.  We  found  that  audits  of  liquor  stores 
and  telephone  company  tax  returns  are  not  made  as  frequently  as 
required  by  department  policy. 

Liquor  Store  Audits 

The  department's  policy  is  to  audit  state  liquor  stores  every 
12  months  and  agency  stores  every  6  months.  Compliance  with 
this  policy  deteriorated  during   the  audit  period. 

At  June  30,  1983  the  Audit  Bureau  was  behind  schedule  on 
11  percent  of  both  state  and  agency  liquor  store  audits.  The 
audit  schedule  was  more  than  one  month  behind  at  June  30,  1983 
for   10  percent  of  the  state  stores. 

The  time  lapse  between  the  last  tv/o  audits  prior  to  June  30, 
1984  exceeded  department  policy  by  more  than  two  months  for 
27  percent  of  the  state  stores  and  11.5  percent  of  the  agency 
stores. 

The  department  collected  $53.8  million  and  $52.3  million  in 
liquor  sales  and  taxes  in  fiscal  years  1982-83  and  1983-84,  respec- 
tively.     Since   sales   and   taxes    from   the   operation    of  approximately 
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60  state  and  78  agency  stores  is  a  major  source  of  state  revenue, 
the  department  should  audit  liquor  stores  in  a  timely  manner  to 
minimize  undetected  errors  and  irregularities  and  to  improve  man- 
agement of  liquor   stores. 

Telephone  Company  Audits 

Department  policy  requires  that  each  telephone  company's  tax 
returns  be  audited  once  every  three  years.  Each  of  the  nine 
telephone  companies  required  to  file  Montana  tax  returns  had 
quarterly  returns  that  had  not  been  audited  within  three  years  of 
the  returns'  due  dates  at  September  5,  igs^J.  Six  of  these  com- 
panies had  quarterly  returns  that  were  not  audited  within  the 
five-year  statute  of  limitations. 

The  department  collected  approximately  $5  million  of  telephone 
tax  revenue  during  the  audit  period.  To  minimize  the  amount  of 
undetected  errors  and  irregularities,  the  department  should  estab- 
lish an  audit  schedule  that  ensures  all  telephone  company  tax 
returns  are  audited  before  the  statute  of  limitations  expires. 

RECOMMENDATION   #7 

WE  RECOMMEND  THE  DEPARTMENT  PERFORM  TIMELY  LI- 
QUOR STORE  AND  TELEPHONE  COMPANY  TAX  RETURN 
AUDITS. 


COMPLIANCE 

During  the  current  audit,  we  established  a  rotating  schedule 
to  test  compliance  with  state  laws  that  could  have  a  significant 
impact  on  the  department's  financial  statements.  The  schedule 
rotates  over  a  period  of  six  years,  or  three  audits.  We  tested 
compliance  with  the  state  laws  on  the  first  cycle  of  the  schedule 
and,  in  future  audits,  will  test  state  compliance  areas  in  accor- 
dance with  the  rotating  schedule  or  as  specifically  requested  by 
the   Legislature. 

Our  audit  of  the  department's  federal  moneys  was  performed 
in     accordance     with      the     requirements     of     the     U.S.      Office     of 
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Management  and  Budget  (0MB)  Circular  A-102,  Attachment  P. 
This  circular  provides  for  independent  audits  of  financial  op- 
erations, including  compliance  with  certain  federal  laws  and  regu- 
lations. 

The  department  received  Child  Support  Enforcement  funding 
and  Medicaid  Fraud  grants  from  the  U.S.  Department  of  Health  and 
Human  Services  and  Welfare  Fraud  funds  from  the  Montana  Depart- 
ment of  Social  and  Rehabilitation  Services  during  the  audit  period. 
We  reviewed  the  Medicaid  Fraud  grant  and  Child  Support  Enforce- 
ment and  Welfare  Fraud  funds  for  compliance  with  general  grant 
requirements  regarding  cash  management,  the  Hatch  Act,  and 
financial  reporting.  Because  the  Child  Enforcement  Program  was 
audited  by  the  U.S.  Department  of  Health  and  Human  Services,  we 
did  not  duplicate  their  compliance  testing. 

In  our  opinion,  except  for  the  instances  of  noncompliance 
identified  below,  the  department  complied  with  the  state  and  feder- 
al laws  and  regulations  tested.  As  a  result  of  our  audit,  it  is  our 
opinion  that  the  deficiencies  noted  did  not  significantly  affect  the 
successful  operations  of  the  programs  or  the  allowability  of  the 
costs  in  conformity  with  program  regulations.  Nothing  came  to  our 
attention  that  causes  us  to  believe  untested  items  are  not  in  accor- 
dance with  applicable   laws  and   regulations. 

State  Compliance 

Natural   Gas  Tax   Non-Filers 

The  department  maintains  a  list  of  companies  that  are  expect- 
ed to  file  natural  gas  tax  returns.  According  to  department 
policy,  each  quarter  department  personnel  should:  1)  update  the 
listing  with  a  mark  for  each  company  that  filed  a  return  in  accor- 
dance with  15-36-107,  MCA;  and  2)  send  letters  requesting  non-filing 
companies  to  file  a   return. 

We  reviewed  the  checklist  of  about  170  companies  expected  to 
file  natural  gas  tax  returns  for  two  quarters  during  the  audit 
period.      We   found   ten    instances   where   a  company   did   not   file  and 


^'^ 


was    not    sent    the    required     letter    and    three     instances    where    a 
return   was   filed,    but   not  checked  off  the   list. 

The  department  should  improve  its  procedures  to  ensure  that 
taxpayers  are  filing  natural  gas  tax  returns  and,  thereby,  maxi- 
mize  revenue  collections  and   ensure  compliance  with   state   law, 

RECOMMENDATION    #8 


WE  RECOMMEND  THE  DEPARTMENT  SEND  CAS  NOTICES  TO 
NON-FILING  NATURAL  CAS  TAXPAYERS,  AS  REOUIRED  BY 
STATE    LAW. 


Unrecorded    Revenue   Ertimates 

State  law  requires  that  an  annual  budget  be  established  to 
provide  budgetary  control  over  receipts  and  disbursements  in  each 
accounting  entity.  Although  the  Office  of  Budget  and  Program 
Planning  estimated  investments  earnings  in  the  Resource  Indemnity 
Trust  Fund  account  of  $3, til, 000  for  fiscal  year  1982-83,  the 
revenue  estimate  was  not  recorded  on  SBAS  as  required  by  state 
accounting  policy.  Department  management  could  increase  control 
over  collections   if  all   revenue  estimates  were  recorded  on   SBAS. 

RECOMMENDATION    #9 

WE    RECOMMEND    THE    DEPARTMENT    RECORD    ALL    REVENUE 
ESTIMATES  ON    SBAS    IN   ACCORDANCE   WITH   STATE  ACCOUNT- 
ING   POLICY. 


Coal   Tax   Accounting   Structure 

The  complexity  of  the  coal  tax  accounting  structure  resulted 
in  untimely  transfers  and  financial  recording  errors  at  the  Depart- 
ment of  Revenue  and  the  Department  of  Commerce  during  the  audit 
period  as  discussed  in  the  following  sections.  Because  our  empha- 
sis was  compliance  oriented,  we  have  not  studied  the  matter  suffi- 
ciently at  this  time  to  make  specific  recommendations  to  simplify 
the    coal    tax    accounting    structure.       However,    the    Departments    of 
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Revenue  and  Commerce  should  work  together  to  simplify  future 
accounting  for  coal  tax  funds,  obtaining  legislative  approval  where 
necessary, 

—  Untimely  Transfers 

House  Rill  500,  Laws  of  1981,  required  all  interest  earned  on 
the  coal  tax  constitutional  trust  fund  for  the  biennium  ended 
June  30,  1983  to  be  deposited  in  the  General  Fund.  At  June  30, 
1983,  the  department  had  not  transferred  $53,336  of  this  interest 
from  the  Agency  Fund  to  the  General  Fund.  The  department  also 
transferred  revenue  from  the  Coal  Tax  Bond  Fund  to  the  Perma- 
nent Coal  Trust  Fund  on  February  1,  198^,  rather  than  by  Decem- 
ber 31,  1983  as  required  by  section  17-5-703,  MCA.  Department 
personnel  stated  that  the  financial  information  needed  to  record  the 
transfers  was  not  available  in  time  to  record  the  transactions  in 
accordance  with   state  law. 

—  Financial   Recording   Errors 

During  fiscal  year  1983-84  the  Department  of  Commerce  re- 
corded $355,969  of  coal  tax  interest  income  which  was  deposited  in 
the  General  Fund.  Under  normal  accounting  procedures  this 
money  should  have  been  transferred  to  the  Agency  Fund  where  it 
is  automatically  distributed  85  percent  to  the  General  Fund  and 
15  percent  returned  to  the  Permanent  Trust  Fund  in  accordance 
with  state  law.  As  a  result  of  this  error,  $53,395  was  overdis- 
tributed  to  the  General  Fund  and  underdistributed  to  the  Perma- 
nent Trust  Fund.  Also,  the  Economic  Development  Board  did  not 
transfer  $57,005  of  investment  earnings  to  the  Department  of 
Revenue.  Department  of  Revenue  personnel  had  anticipated  receiv- 
ing the  revenue  and  had  over  distributed  $57,005  of  revenue  from 
the  Agency  Fund. 
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RECOMMENDATION   #10 

WE    RECOMMEND   THE   DEPARTMENT: 

A.  RECORD    REOUIRED   TRANSFERS    IN   A   TIMELY  MANNER. 

B.  WORK  WITH  THE  DEPARTMENT  OF  COMMERCE  TO 
STUDY  METHODS  TO  SIMPLIFY  ACCOUNTING  FOR  COAL 
TAX    FUNDS. 


Corporation   Cross-Refercnce   List 

The  Department  of  Revenue  is  required  to  compile  a  list  of  all 
corporations  subject  to  taxation  in  the  State  of  Montana.  Sections 
15-31-603  and  604,  MCA,  require  the  Department  of  Labor  and 
Industry  and  the  Secretary  of  State  to  provide  the  Department  of 
Revenue  with  lists  of  corporations  subject  to  unemployment  insur- 
ance and  required  to  file  an  annual  report.  The  Department  of 
Revenue  is  also  required  to  maintain  and  cross-reference  these 
lists  for  the  purpose  of  determining  compliance  with  corporation 
income  and  license  tax  provisions.  Section  15-31-602,  MCA,  di- 
rects the  Department  of  Revenue  to  promulgate  rules  to  accomplish 
the  collection  and  maintenance  of  the  corporation  lists  required  by 
the  chapter.  The  Department  of  Revenue  has  no  rules  relating  to 
this  chapter. 

The  Department  of  Labor  and  Industry  has  provided  a  list  of 
corporations  to  the  Department  of  Revenue.  Department  of  Revenue 
employees  have  not  used  this  list  for  cross-reference  to  the  corpo- 
ration tax  records  because  the  list  does  not  identify  the  type  of 
corporation,  and  the  list  is  not  sorted  in  an  order  useful  to  the 
department.  The  Department  of  Revenue  should  work  with  the 
Department  of  Labor  and  Industry  to  determine  if  a  list  of  corpo- 
rations can  be  reasonably  obtained  that  would  be  useful  to  the 
Department  of  Revenue.  If  such  a  list  is  feasible,  the  Department 
of  Revenue  should  establish  rules  for  provision  of  the  list.  If  it 
is  not  feasible,  the  Department  of  Revenue  should  seek  legislation 
to  change  the   requirements  of  section    15-31-604,    MCA. 
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RECOMMENDATION   #11 

WE   RECOMMEND   THE   DEPARTMENT: 

A.  WORK  WITH  THE  DEPARTMENT  OF  LABOR  AND  INDUS- 
TRY TO  DETERMINE  THE  FEASIBILITY  OF  PROVIDING 
A  CROSS-REFERENCE  LIST  OF  CORPORATIONS  USEFUL 
TO  THE   DEPARTMENT   OF   REVENUE. 

B,  IF  COMPLIANCE  WITH  REQUIREMENTS  OF  THE  LAW  IS 
NOT  FEASIBLE.  SEEK  LEGISLATION  TO  CHANGE  THE 
REQUIREMENTS  OF  SECTION    15-31-604,    MCA. 


Property   Disposal 

Section  18-6-101,  MCA,  authorizes  the  Department  of  Adminis- 
tration's Property  and  Supply  Bureau  to  dispose  of,  or  authorize 
disposal  of,  property  not  needed  by  state  agencies.  During  the 
current  audit  period,  the  Department  of  Revenue  disposed  of  two 
vehicles  used  by  property  appraisers  without  authorization  from 
the  Property  and  Supply  Bureau.  The  Department  of  Revenue 
traded  one  vehicle  in  for  a  new  vehicle  without  seeking  authoriza- 
tion. The  department  requested  authorization  from  the  Property 
and  Supply  Bureau  to  dispose  of  a  second  vehicle,  but  the  bureau 
took  no  action  on  the  vehicle  during  a  year's  time.  Eventually  a 
property  appraiser  cannibalized  the  other  vehicle  for  spare  parts 
and,  since  the  vehicle  was  no  longer  operable,  the  local  sheriff 
had  it  crushed.  The  Property  and  Supply  Bureau  subsequently 
refused  to  grant  the  department  the  required  authorization. 

RECOMMENDATION   #12 
WE    RECOMMEND: 

A.  THE  DEPARTMENT  OF  ADMINISTRATION,  PROPERTY 
AND  SUPPLY  BUREAU.  ACT  PROMPTLY  ON  REQUESTS 
TO   DISPOSE  OF   PROPERTY. 

B.  THE  DEPARTMENT  OF  REVENUE  COMPLY  WITH  STATE 
PROPERTY   DISPOSAL   LAWS. 
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Bad  Debts 

Section  17-4-105(1),  MCA,  states  "the  departnent  may  con- 
tract with  commercial  collection  agencies  for  recovery  of  debts 
owed  the  state  by  debtors  residing  outside  the  boundaries  of  the 
state."  Department  policy  is  that  aM  accounts  over  $100  are 
considered  for  transfer  to  a  private  collection  agency,  regardless 
of  in-state  or  out-of-state  debtor  status. 

Department  personnel  believe  the  statute  does  not  preclude 
the  use  of  commercial  collection  agencies  for  in-state  debts.  Since 
the  legislature  granted  specific  authority  regarding  out-of-state 
debts,  the  failure  to  mention  any  other  authority  implies  that  the 
legislature  intended  to  exclude  it.  As  recommended  in  our  prior 
audit  report,  the  collection  bureau  should  include  in-state  debtors 
in  its  collection  efforts  or  seek  legislation  to  change  the  law  to 
allow  these  accounts  to  be  handled  by  a  collection  agency.  The 
cost  of  using  a  private  collection  agency  and  the  recovery  statis- 
tics versus  the  use  of  the  collection  bureau  should  be  considered 
in   the  decision. 

RECOMMENDATION   #13 

WE  RECOMMEND  THE  DEPARTMENT  COMPLY  WITH  THE  LAW 
OR  SEEK  LEGISLATION  TO  ALLOW  TRANSFER  OF  IN-STATE 
DEBTOR   ACCOUNTS   TO   COLLECTION   AGENCIES. 


Application    Form 

The  department  does  not  provide  an  application  form  to 
corporation  taxpayers  for  the  energy-conserving  investment  de- 
duction. Instead,  the  department  treats  the  deduction  like  any 
standard  business  deduction  that  may  be  claimed  on  the  corpo- 
ration  tax   form. 

Section  15-32-103(2),  MCA,  states  the  deduction  is  subject  to 
approval  of  an  application  to  the  department.  Section  15-32-106, 
MCA,    requires  the  department  to  provide  application   forms. 
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RECOMMENDATION   #14 

WE  RECOMMEND  THE  DEPARTMENT  COMPLY  WITH  STATE 
LAWS  REGARDING  PROVISION  OF  APPLICATION  FORMS  FOR 
ENERGY-CONSERVING    INVESTMENT   DEDUCTIONS. 


Federal   Compliance 

Reporting   Errors 

The  Medicaid  Fraud  Bureau  included  $905  of  encumbrances  in 
the  amount  of  "Total  Outiavs"  reported  on  the  federal  financial 
status  report  for  the  quarter  ended  December  31.  1982.  The 
grant  is  required  to  be  reported  on  a  cash  basis,  so  the  bureau 
should  have  excluded  the  encumbrances  and  reported  only  the 
amount  of  cash  disbursements  made  during  the  quarter.  Since  the 
$905  was  disbursed  after  December  31,  1982,  and  the  financing 
plan  changed  in  January  1983  from  90  percent  to  75  percent  for 
the  federal  share  of  Medicaid  fraud  disbursements,  the  department 
collected  $135.75  f(.90  -  .75)  X  $905]  more  from  federal  funds 
than  it  should  have  collected.  The  department  should  return 
$135.75   to  the  federal  government. 

RECOMMENDATION    #15 

WE  RECOMMEND  THE  DEPARTMENT  RECORD  THE  PROPER 
AMOUNTS  ON  FEDERAL  FINANCIAL  REPORTS  AND  RETURN 
$135.75   TO   THE   FEDERAL  GOVERNMENT. 

Indirect  Cost   Rate  Miscalculation 

The  department  did  not  use  the  proper  amounts  in  four 
instances  while  computing  its  indirect  cost  rate  of  12.6  percent  for 
fiscal  year  1983-84.  The  errors  resulted  in  a  $1,351  overcollection 
of  indirect  costs  and  a  .2  percent  overstatement  of  the  indirect 
cost  rate.  Department  personnel  should  ensure  that  future  indi- 
rect cost   rate  proposals  are  accurate. 
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RECOMMENDATION    #16 

WE    RECOMMEND    THE    DEPARTMENT    PREPARE    FUTURE    INDI- 
RECT  COST    RATE    PROPOSALS  ACCURATELY. 


STATE  ACCOUNTING    POLICY 
Property  Tax   Revenue   Recognition 

The  department  recognizes  property  tax  revenue  in  accor- 
dance with  state  accounting  policy.  A  policy  letter  issued  by  the 
Department  of  Administration's  Accounting  Division  on  July  19, 
1983,  requires  the  department  to  recognize  as  revenue  only  those 
property  taxes  deposited  with  the  State  Treasurer  by  the  June  30 
fiscal  ynar-end.  Amounts  receivable  but  not  deposited  at  June  30 
are  recorded  as  accounts  receivable  with  an  offset  to  deferred 
revenue.  However,  this  state  policy  is  not  in  accordance  with 
generally  accepted  accounting   principles. 

Generally  accepted  accounting  principles  require  property  tax 
revenue  to  be  recognized  in  the  fiscal  year  for  which  taxes  have 
been  levied,  provided  the  revenue  is  "available."  These  principles 
define  "available"  as  amounts  due  and  expected  to  be  collected 
soon  enough  after  fiscal  year-end  (within  60  days)  to  pay  current 
liabilities.  The  department  collected  $1,115,800  and  $1,526,500 
during   this  60-day   period   in   1983  and   1984,    respectively. 

Although  following  state  policy  for  recognizing  property  tax 
revenues  did  not  cause  a  significant  misstatement  of  revenue  in  the 
Special  Revenue  Fund  for  fiscal  year  1983-84,  there  was  a  signifi- 
cant understatement  of  ending   fund  balance  of  $1,526,500, 

RECOMMENDATION    #17 

WE  RECOMMEND  THE  DEPARTMENT  OF  ADMINISTRATION 
CHANGE  STATE  ACCOUNTING  POLICY  REGARDING  RECOG- 
NITION OF  PROPERTY  TAX  REVENUE  TO  RECORD  SUCH 
REVENUE  IN  ACCORDANCE  WITH  GENERALLY  ACCEPTED 
ACCOUNTING    PRINCIPLES. 


21 


Fiscal   Year-End  Cash   Cutoff 

To  ensure  a  proper  cash  cutoff  at  each  June  30,  state  account- 
ing policy  requires  that  cash  transactions  occurring  after  June  30 
but  prior  to  closing  that  fiscal  year's  accounting  records  be  re- 
corded using  the  fiscal  year-end  cash  cutoff  accounts.  These 
accounts  show  the  transaction  amounts  that  were  receivable  or 
payable  at  June  30.  Under  state  policy,  transactions  within  the 
same  accounting  entity  should  be  recorded  using  the  cash  in 
treasury  account,  to  prevent  recording  receivables  and  payables 
that  do  not  exist. 

The     department    overstated     its     fiscal     year-end    cash     cutoff 
balances  for  significant  intra-entity  transactions  as  follows: 

Date  Fund  Amount 

6/30/84  Enterprise  $5,288,107 

6/30/83  Enterprise  4,510,720 

6/30/83  Non-Expendable   Trust  1,023,897 

6/30/83  Agency  373,206 


These  material  overstatements  were  created  because  the  department 
mini-codes  most  documents  to  save  time  and  the  state  accounting 
system  automatically  assigns  fiscal  year-end  cash  cutoff  adjustment 
accounts,  rather  than  cash  in  treasury,  during  the  fiscal  year-end 
period.  Since  the  significant  overstatements  resulted  from  a  few 
documents,  we  suggest  department  personnel  maxi-code  significant 
intra-entity  transactions  with  the  cash  in  treasury  control  account 
during  the  fiscal   year-end  cutoff  period. 

RECOMMENDATION    #18 

WE  RECOMMEND  THE  DEPARTMENT  MAXI-CODE  SIGNIFICANT 
INTRA-ENTITY  TRANSACTIONS  WITH  THE  CASH  CONTROL 
ACCOUNT   DURING   THE   FISCAL  YEAR-END   CUTOFF   PERIOD. 
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Federal    Revenue   Recognition 

The  department  corrected  prior  year  errors  in  its  federal 
entities  by  using  current  accounts  during  fiscal  year  1983-84. 
The  department  also  did  not  properly  accrue  and  defer  federal 
revenue. 

According  to  state  accounting  policy  and  generally  accepted 
accounting  principles,  federal  grant  revenues  should  be  recognized 
at  the  time  of  making  an  expenditure  since  the  expenditure  of 
funds  is  the  prime  factor  for  determining  eligibility  for  federal 
moneys.  Therefore,  current  and  prior  year  federal  grant  reve- 
nues should  equal  current  and  prior  federal  grant  expenditures, 
respectively. 

At  fiscal  year-end  1982-83,  Accounts  Receivable,  Deferred 
Revenue,  and  Fund  Balance  were  understated  in  the  Special  Reve- 
nue Fund  bv  $13,026,  $11,647,  and  $1,379,  respectively.  At  fiscal 
year-end  1983-84,  Accounts  Receivable  and  Prior  Year  Revenue 
were  understated  by  $525  and  $16,187  and  Deferred  Revenue  and 
Revenue  were  overstated  by  $57  and  $15,605,  respectively  in  the 
Special    Revenue   Fund. 

RECOMMENDATION  #19 

WE  RECOMMEND  THE  DEPARTMENT  RECOGNIZE  FEDERAL 

GRANT  REVENUES  IN  ACCORDANCE  WITH  STATE  POLICY. 


INTERNAL  CONTROL  REVIEW 

We  have  examined  the  financial  statements  of  the  Montana 
Department  of  Revenue  for  the  two  fiscal  years  ended  June  30, 
1984.  We  issued  our  opinion  dated  October  12,  1984  on  these 
statements.  As  part  of  our  examination,  we  made  a  study  and 
evaluation  of  the  system  of  control  of  the  Department  of  Revenue. 
Our  study  evaluated  the  system  as  required  by  generally  accepted 
governmental  auditing  standards  for  financial  and  compliance 
audits.      We  classified  the  controls   in   the  following  categories: 
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1 .  Accounts   Receivable 

2.  Accrued  Expenditures/Accounts   Payable 

3.  Cash 

4.  Expenditures 

5.  Inventories 

6.  Investments 

7.  Payroll 

8.  Plant,    Property,   and   Equipment 

9.  Revenue/ Receipts 

Our  study  included  the  control  categories  listed  above.  Through 
our  study,  we  determined  the  nature,  timing,  and  extent  of  our 
auditing  procedures.  We  applied  alternative  audit  tests  to  ac- 
counts receivable  because  the  audit  could  be  performed  more 
efficiently  by  expanding  substantive  audit  tests.  We  did  not 
evaluate  the  control  system  to  the  extent  necessary  to  give  an 
opinion  on  either  individual  segments  or  the  system  as  a  whole. 

The  management  of  the  Montana  Department  of  Revenue  is 
responsible  for  establishing  and  maintaining  a  system  of  accounting 
control.  In  fulfilling  this  responsibility,  estimates  and  judgments 
by  management  are  required  to  assess  the  expected  benefits  and 
related  costs  of  control  procedures.  The  objectives  of  a  system 
are  to  provide  management  with  reasonable  assurance  that:  1)  as- 
sets arc  safeguarded  against  loss  from  unauthorized  use  or  dispo- 
sition; 2)  transactions  are  executed  in  accordance  with  manage- 
ment's authorization;  and  3)  transactions  are  recorded  properly  to 
permit  the  preparation  of  financial  statements  in  accordance  with 
generally  accepted  accounting  principles.  Inherent  limitations  in 
any  system  of  controls  may  cause  errors  or  irregularities  to  remain 
undetected.  The  current  system  evaluation  should  not  be  used  to 
project  to  future  periods  since  the  procedures  may  become  inade- 
quate or  compliance  with   them  may  deteriorate. 
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The  limited  purpose  of  our  study  described  in  the  first 
paragraph  would  not  necessarily  disclose  all  material  weaknesses  in 
the  system.  Accordingly,  we  do  not  express  an  opinion  on  the 
system  of  controls  used  by  the  Department  of  Revenue.  However, 
our  study  disclosed  conditions  that  could  result  in  financial  state- 
ment errors  that  would  be  difficult  !o  detect.  These  conditions 
relating  to  plant,  property,  and  equipment  are  discussed  in  the 
following   section. 

These  conditions  were  considered  in  determining  the  nature, 
timing,  and  extent  of  our  audit  tests  of  the  financial  statements 
and  this  report  does  not  affect  our  report  on  the  financial  state- 
ments. 

The  preceding  four  paragraphs  are  intended  solely  for  the 
use  of  management  and  the  Legislature  and  should  not  be  used  for 
any  other  purpose.  This  restriction  as  to  use  is  not  intended  to 
limit  the  distribution  of  this  document  which,  upon  presentation  to 
the   Legislative  Audit  Committee,    is  a  matter  of  public   record. 

Plant,    Property,   and   Equipment 

The  department  maintains  the  Property  Accountability  Manage- 
ment System  (PAMS)  as  its  detail  ledger  of  individual  fixed  assets 
by  identification  number,  name,  and  location.  During  our  review 
of  plant,  property,  and  equipment,  we  noted  several  errors  on 
PAMS  which  were  due  primarily  to  the  two  problems  discussed 
below.  Department  personnel  stated  that  both  problems  resulted 
from  a  lack  of  staff.  They  estimated  a  need  for  a  half-tine  em- 
ployee at  a  cost  of  $5,645   per  year  to  correct  the  problems. 

Timely   Property  Additions 

The  state  accounting  system  produces  a  list  of  equipment 
transactions  of  $200  or  more  recorded  on  the  system  each  month. 
This  Property  Action  Required  List  (PARL)  is  intended  to  serve  as 
a  management  tool  to  ensure  all  fixed  assets  costing  more  than  $200 
are  added  to  the  Property  Accountability  Management  System 
(PAMS).       V;e    found    that    department    personnel    do    not    regularly 
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review  the  monthly  PARL  to  ensure  all  required  fixed  assets  are 
recorded  on  PAMS.  We  also  noted  a  one  to  two  month  lag  in 
recording   fixed  assets  on   PAMS. 

Physical   Count 

Department  personnel  took  a  physical  count  of  the  depart- 
ment's fixed  assets  in  April  1984,  but  had  not  identified  the  rea- 
sons for  differences  between  the  items  observed  and  the  items 
recorded  on  PAMS  by  September  1984.  Consequently,  no  entries 
were  made  to  correct  PAMS  for  items  purchased,  lost,  or  stolen, 
but  not  yet  added  to  or  removed  from  PAMS.  A  physical  inventory 
is  important  in  ensuring  the  accuracy  of  PAMS,  but  is  not  benefi- 
cial if  there  is  no  reconciliation  between  the  inventory  count  and 
PAMS. 

RECOMMENDATION    #20 

WE   RECOMMEND   THE   DEPARTMENT: 

A.  REVIEW  THE  MONTHLY  PROPERTY  ACTION  REQUIRED 
LISTS. 

B.  RECONCILE  PHYSICAL  INVENTORIES  OF  FIXED  ASSETS 
TO  THE  PROPERTY  ACCOUNTABILITY  MANAGEMENT 
SYSTEM. 

C.  UPDATE  THE  PROPERTY  ACCOUNTABILITY  MANAGE- 
MENT  SYSTEM    IN   A   TIMELY  MANNER. 


PRIOR   AUDIT    RECOMMENDATIONS 

We  performed  a  financial/compliance  audit  of  the  department 
for  the  two  fiscal  years  ended  June  30,  1982.  The  report  con- 
tained 34  recommendations.  The  department  concurred  or  partially 
concurred  with  32  of  these  recommendations.  Of  the  34  recommen- 
dations, 16  have  been  implemented  or  partially  implemented  and  12 
have  not  been  implemented.  Six  recommendations  are  no  longer 
applicable  to  the  department's  operations.  The  twelve  recommenda- 
tions not  implemented  included  recommendations  to:  redesign  and 
reconcile    financial    subsystems;     improve    account    receivable    update 
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procedures;  automate  Motor  Fuels  and  Inheritance  Tax  receivable 
records  and  the  review  for  corporate  tax  non-filers;  compiv  with 
the  state  law  regarding  transfer  of  debtors'  accounts  to  collection 
agents;  and  properly  record  federal  revenue,  which  are  repeated 
throughout  this  report.  Our  prior  recommendations  regarding  data 
processing  weaknesses  were  not  implemented,  but  are  not  addressed 
in  this  report.  Our  EDP  audit  staff  performed  an  audit  of  the 
department's  EDP  functions  and  will  issue  a  separate  report  of 
their  findings. 

We  also  performed  a  performance  audit  of  the  Liquor  Division 
that  was  issued  in  December  1982.  The  report  contained  19  recom- 
mendations with  which  the  department  concurred  or  partially  con- 
curred. Fifteen  of  the  recommendations  have  been  implemented  or 
partially  implemented,  one  has  not  been  implemented,  and  three  are 
no  longer  applicable.  Department  personnel  indicated  their  report- 
ing system  docs  not  currently  have  the  capacity  to  calculate  the 
net  profit  contribution  of  various  products  using  actual  costs. 
However,  department  personnel  plan  to  implement  changes  in  the 
reporting  system  that  will  enable  them  to  implement  the  recommen- 
dation. 


27 


AUDITOR'S   REPORT   AND  AGENCY    FINANCIAL  STATEMENTS 


HM. 


ERT  R.  RINGWOOD 

JISLATIVE  AUDITOR 


STATE  OF  MONTANA 


STATE  CAPITOL 

HELENA,  MONTANA  59620 

406/444-3122 


DEPUTY  LEGISLATIVE  AUDITORS: 

JAMES  H.GILLETT 
FINANCIAUCOMPLIANCE  AUDITS 

SCOTT  A.  SEACAT 
PERFORMANCE  AUDITS 

STAFF  LEGAL  COUNSEL 

JOHN  W.  NORTHEY 


The   Legislative  Audit  Conmittee 
of  the  Montana   State   Legislature: 

We  have  examined  the  Balance  Sheet  of  the  various  funds  and 
account  groups  of  the  Department  of  Revenue  as  of  June  30,  1984 
and  the  related  operating  statements  for  each  of  the  two  fiscal 
years  ended  June  30,  1983  and  198'!,  as  shown  on  pages  30 
through  50.  Our  examination  was  made  in  accordance  with 
generally  accepted  government  auditing  standards  for  financial  and 
compliance  audits  and,  accordingly,  included  such  tests  of  the 
accounting  records  and  such  other  auditing  procedures  as  we 
considered   necessary   in   the  circumstances. 

As  noted  in  Footnote  1 ,  the  financial  statements  presented  are 
only  for  the  Department  of  Revenue.  Accordingly,  the  accompany- 
ing financial  statements  are  not  intended  to  present  fairly  the 
financial  position  of  the  state  of  Montana  as  of  June  30,  1984  or 
the  results  of  its  operations  and  changes  in  its  fund  balances/re- 
tained earnings  for  the  two  fiscal  years  then  ended,  in  conformity 
with  generally   accepted  accounting   principles. 

The  department's  financial  statements  are  materially  different 
from  its  accounting  records  and  its  printed  annual  financial  report. 
The  variances  between  the  department's  annual  financial  report  and 
the  financial  statements  are  the  result  of  adjustments  necessary  to 
correct  errors  found  in  the  annual  report  after  it  was  issued  and 
adjustments  necessary  to  present  the  financial  statements  in  accor- 
dance with   generally  accepted  accounting   principles. 

We  did  not  examine  investments  or  investment  revenues  admin- 
istered  by   the   Board  of   Investments  which   constitute  99  percent  of 
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assets  at  June  30,  198U  in  the  Non-Expendable  Trust  Fund  and  8.4 
and  2.9  percent  of  total  revenues  in  the  General  and  Special 
Revenue  Funds  for  fiscal  year  1982-83,  respectively,  and  9.1  and 
2.4  percent  for  fiscal  year  1983-84,  respectively.  These  invest- 
ments were  examined  by  other  auditors  whose  report  has  been 
furnished  to  us.  Our  opinion,  as  it  relates  to  the  amounts  of 
investments  and  investment  revenues,  is  based  solely  on  the  report 
of  the  other  auditors. 

In  our  opinion,  based  upon  our  examination  and  the  reports 
of  the  other  auditors,  the  financial  statements  referred  to  above 
present  fairly  the  financial  position  of  the  various  funds  and 
account  groups  of  the  Department  of  Revenue  at  June  30,  1984, 
and  the  results  of  its  operations  and  changes  in  its  financial 
position  for  each  of  the  two  fiscal  years  then  ended,  in  conformity 
with  generally  accepted  accounting  principles  applied  on  a 
consistent  basis. 

Our  examination  was  made  for  the  purpose  of  forming  an 
opinion  on  the  financial  statements  referred  to  in  paragraph  one. 
The  accompanying  Schedule  of  Federal  Grant  and  Subgrant  Re- 
ceipts for  the  Fiscal  Years  Ending  June  30,  1983  and  1984  is 
presented  for  additional  analysis  and  disclosure  purposes.  The 
schedule  has  been  subjected  to  the  tests  and  other  auditing  proce- 
dures applied  in  the  examination  of  the  financial  statements  above 
and,  in  our  opinion,  is  fairly  stated  in  all  material  respects  in 
relation   to  the  financial   statements   referred  to   in   paragraph  one. 


Respectfully  submitted. 


-tyQ 


James   H.    Cillett,    CPA 
Deputy   Legislative  Auditor 


October  12,    1984 


Robert   R.    Ringlood 
Legislative  Audrtor 
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ASSETS 
Cash  Funds 
Cash  on  Hand 
Cash  in  Treasury 
Dishonored  Checks  Receivable 
Accounts  Receivable 
Allowance  for  Doubtful  Accounts 
Interest  Receivable 
Due  From  State  General  Fund 
Due  From  Other  Funds 
Employee  Expense  Advances 
Other  Prepayments 
Mortgages 
Federal  Securities 
Other  Investments  -  at  Par  ■ 
Unamortized  Premiums 
Interest  Purchased 
STIP  -  Principal 
STIP  -  Accrued  Int.  Purchased 
Securities  on  Loan 
Merchandise  Inventory 
Supplies  Inventory 
Building,  Furniture  &   Equipment 
Less:   Allowance  for  Depreciatioi 
Property  Held  in  Trust 
Amount  to  be  Provided  for  Paymen' 
Compensated  Absences 
TOTAL  ASSETS 

LIABILITIES  AND  FUND  EQUITY 
Liabilities 
Accounts  Payable 
Accountability  for  Property 

Held  in  Trust 
Due  to  State  General  Fund 
Due  to  Other  Funds 
Accrued  Liability  for  Compensates 

Absences 
Unamortized  Bond  Discounts 
Deferred  Revenue 

Total  Liabilities 

Fund  Equity 
Retained  Earnings 
Fund  Balance  -  General 
Fund  Balance  -  Special  Trust 
Investment  in  General  Fixed  Asse 
Total  Fund  Equity 

TOTAL  LIABILITIES  AND  FUND  EQUITY 

I 

The  notes  to  the  financial  statem 


DEPARTMENT  OF  REVENUE 


ASSETS 
Cash  Funds 
Cash  on  Hand 
Cash  in  Treasury 
Dishonored  Checks  Receivable 
'  Accounts  Receivable 
Allowance  for  Doubtful  Accounts 
Interest  Receivable 
Due  From  State  General  Fund 
Due  From  Other  Funds 
Employee  Expense  Advances 
Other  Prepayments 
Mortgages 

Federal  Securities 
Other  Investments  -  at  Par 
Unamortized  Premiums 
Interest  Purchased 
STIP  -  Principal 
STIP  -  Accrued  Int.  Purchased 
Securities  on  Loan 
Merchandise  Inventory 
Supplies  Inventory 
Building,  Furniture  &  Equipment 
Less:   Allowance  for  Depreciation 
Property  Held  in  Trust 
Amount  to  be  Provided  for  Payment  of 
Compensated  Absences 
TOTAL  ASSETS 

LIABILITIES  AND  FUND  EQUITY 
Liabilities 
Accounts  Payable 
Accountability  for  Property 

Held  in  Trust 
Due  to  State  General  Fund 
Due  to  Other  Funds 
Accrued  Liability  for  Compensated 

Absences 
Unamortized  Bond  Discounts 
Deferred  Revenue 

Total  Liabilities 

Fund  Equity 
Retained  Earnings 
Fund  Balance  -  General 
Fund  Balance  -  Special  Trust 
Investment  in  General  Fixed  Assets 
Total  Fund  Equity 

TOTAL  LIABILITIES  AND  FUND  EQUITY 


COMBINED 

BALANCE  SHEET  - 

ALL 

FUNDS  AND 

ACCOUNT 

GROUPS 

JUNE 

30. 

1984 

Proprietary 

Governmental 

Fund  Types 

Fund  Type 

Fiduciary  Fund 

Types 

Account  Groups 

Special 

Debt 

Cap: 

Ltal 

Non-Expendable 

General         General 

General 

Revenue 
$      150 

Service 

Projects 

Enterprise 
$    25,150 

Trust 

Agency 

Fixed  Assets   Long-Term  Debt 

7,400 

77,900 

9,059 
2,329.187 

$ 

51, 

,421 

$   12: 

.351 

584.555 
983.060 

$     64.840 

$3,277,816 

79.600 

112.463 

11, 

,181 

642 

12,628.765 

5,345,625 

1 

..837, 

.618 

128, 

.355 

39.242 

514.113 

208.043 

(1,563,297) 

(641,018) 

(237, 

,839) 

(58.456) 

(3.188) 

5.195,019 

1.174.239 

916.767 

278,971 

16.884,588 

3,680,727 

2.282,639 

154. 

787 

94, 

,052 

26.007 

118.027 

329,385 

30,638 

3,936 

2.100 

3,949 

2,210 

61.541 

7.402.738 
39,685 
2.575,297 
(711.118) 

904,583 

48,121,069 

175,019,260 

404,265 

535,585 

12,274,737 

996 

18,875,516 

$2,322,220 

$37.025.289 


$  4,827,663 


20,140,701 
2,391,424 


9,665.501 
37.025.289 


390,476 


$11.008.966     $1.817,168     $234,758 


$  2,382,159 
609,367 
846,184 

2,807,796 
6,645.506 

4.363.460 
4.363.460 


$   807.279 


$11,028,257 


$  2,920.687 


$257,691.302 


3,342     $234,758 


358.061 


1.006.547 
1.817.168 


234.758 


-0- 


-0- 


3,278,748 


7,749.509 


7.749.509 


$37,025.289     $11.008.966     $1,817.168     $234.758     $11.028.257 


527.851 


9.567,362 

5,875 

10,101,088 


47,719,600 
199.870,614 

247,590,214 

$257,691,302 


$4,091,669 

$  16,601 
1.068,988 
3.006,080 

4,091,669" 


$2,322,220 


1,181,074 
$1.181.074 


-0- 


2,322,220 
2.322.220 


1.181.074 


1.181.074 


-0- 


$4,091,669 


$2,322.220 


$1.181,074 


The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 
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COMBINED  STA 


EVENUES : 
Taxes 

Licenses  &  Permits 
Service  Fees 
Investment  Earnings 
Fines 

Sale  of  Documents, 
Merchandise  &  Property 
Miscellaneous 
Federal  Reimbursements 
Total  Revenues 


Budget 


$196,103,11: 

1,967,08^ 

5.31( 

19,387,00C 

6,30( 

1,41( 


217.470.22 


EXPENDITURES : 
Director's  Office 
Centralized  Services 
Research  &  Information 
Legal  &  Enforcement 
Income  Tax 
Natural  Resource 

&  Corporation  Tax 
Property  Valuation 
Miscellaneous  Tax 
Motor  Fuels  Tax 

Total  Expenditures 

EXCESS  OF  REVENUES  OVER  (UNDER) 
:URRENT  EXPENDITURES 

Prior  Year  Items 

DTHER  FINANCING  SOURCES  (USES) 
Transfers  to  Other  State  Agencies 
Transfers  In  from  Enterprise  Fund 
Support  From  (To)  State  General 
Fund 

iXCESS  OF  REVENUES  OVER  (UNDER) 
•XPENDITURES  AND  OTHER  SOURCES 
[USES) 

TJND  BAI.ANCE  JULY  1.  1983 

UND  BALANCE  JUNE  30,  1984 


372, 95j 
844. 70J 
964,38^ 
712,54; 
2,225.68;' 

3,068.05* 

10. 884.50; 

439.18; 


19.512,01; 


197,958,20! 
129,42. 

13,077,02 
(211.164,651 


-0- 


-0- 


DEPARTMENT  OF  REVF.NUE 

COMBINED   STATEMENT  OF   REVENUES,    EXPENDITURES,    AND   CHANGES    IN   FUND   BALANCES 

BUDGET  AND  ACTUAL   -  ALL   GOVERNMENTAL   FUND  TYPES 

FOR  THE   FISCAL  YEAR  ENDED   JUNE    30,    1984 


REVENUES : 
Taxes 

Licenses  &  Permits 
Service   Fees 
Investment   Earnings 
Fines 

Sale   of   Documents, 
Merchandise  &  Property 
Miscellaneous 
Federal   Reimbursements 
Total  Revenues 

EXPENDITURES: 
Director's   Office 
Centralized    Services 
Research  &   Information 
Legal   &   Enforcement 
Income  Tax 
Natural  Resource 

&   Corporation  Tax 
Property  Valuation 
Miscellaneous  Tax 
Motor  Fuels  Tax 

Total  Expenditures 

EXCESS   OF  REVENUES   OVER    (UNDER) 
CURRENT  FJCPENDITURES 

Prior  Year  Items 

OTHER  FINANCING   SOURCES    (USES) 
Transfers   to  Other   State   Agencies 
Transfers    In  from  Enterprise   Fund 
Support   From    (To)    State   General 
Fund 

EXCESS   OF  REVENUES  OVER    (UNDER) 
EXPENDITURES   AND  OTHER   SOURCES 
(USES) 

FUND   BAI.ANCE  JULY    1.    1983 

FUND  BALANCE  JUNE   30,    1984 


GENERAL  FUND 

SPECIAL  REVENUE 

FUND 

DKBT  SERVICE  FUND 

Budget 

Actual 

Variance- 
Favorable 
(Unfavorable) 

Budget 

Actual 

Variance- 
Favorable 
(Unfavorable) 

Budget 

Variance- 
Favorable 
Actual        (Unfavorable) 

$196,103,113 

1,967,083 

5,316 

19,387,000 

6,300 

$199,003,077 

1,873,701 

7,359 

20,158,046 

9,500 

$2,899,964 

(93,382) 

2,043 

771,046 

3,200 

$188,480,019 
57.000 

2,821,600 

$181,782,108 
23,400 

4,509,922 

$(6,697,911) 
(33,600) 

1,688,322 

$47,954,518 

$43,834,886      $(4,119,632) 

1.410 

5.844 

12,770 

400,609 

4,434 

12,770 

400,609 

152,613 
1,190,700 

84.890 
1,109,931 

(67,723) 
(86.769) 

CAPITAL  PROJECTS   FUND 


217,470,222 


19,512,017 


-0- 


221.470.906 


4.000,684 


192,707,932 


187,510,251 


(5, 197,681; 


47,954,518 


372,958 

304,831 

68,127 

96,885 

93.146 

3.739 

844,708 

833,194 

11,514 

3,105,000 

2,739,323 

365.677 

964,384 

901,741 

62,643 

712,545 

711,876 

669 

1,166,656 

1,088,743 

77,913 

2,225,683 

2,112,296 

113,387 

6,638 

5,774 

864 

3,068,055 

2,245,984 

822,071 

4,513,302 

3,304,579 

1,208,723 

0,884,502 

10,494,853 

389,549 

439,182 

426,623 

12,559 

65,502 

63,907 

1,595 

638,656 

599,646 

39,010 

18,031,398 


1,480,619 


9,592,639 


7,895,118 


1,697,521 


-0- 


-0- 


5,506,724 

1,004,593 

$ 

6,511,317 

3,358.867 
1.004,593 


$      4,363,460 


(2, 

,147 

,857) 

-( 

D- 

$(2, 

,147 

,857) 

-0- 


-0- 


43,834,886 


197,958.205 

203,439,508 

5,481,303 

183, 

,115,293 

179,615,133 

(3,500,160) 

47.954.518 

43,834 

,886 

129.424 

129,424 

-0- 

93,865 

93,865 

-0- 

267.847 

267 

,847 

13,077,021 

12,275,298 

(801,723) 

(182, 

4, 

,228,891) 
,526,457 

(180,376,367) 
4,026,236 

1,852,524 
(500.221) 

(48.222,365) 

(44,102, 

,733 

(211.164.650) 

(215,844,230) 

(4,679,580) 

-0- 


(4,119,632) 


-0- 


Variance- 
Favorable 
Actual  (Unfavorable) 


Budget 
$3,054,000  $2,408,194  $(645,806) 


3,054.000 


2,408,194 


-0- 


-0- 


-0- 


(645,806) 


(4,119.632)  3,054.000  2,408,194  (645,806) 

-0-  (1)  (1)  -0- 

4,119,632  (3,053,999)  (2,408,193)  645,806 


-0- 


$        -0- 
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COMBTNEn  ETATEMEl 


BUI 


:VENUES : 
"axes 

.icenses  8  Permits 
lervice  Fees 
nvestment  Earnings 
'ines 

iale  of  Documents,  Merchandise 
and  Propertv 
[iscel  laneous 
'ederal  Assistance 
Total  Revenues 

:penditures: 

lirector's   Office 
Centralized    Services 
:esearch   &    Information 
.egal    &   Enforcement 
ncome   Tax 

latural   Resources   & 
Corporation   Tax 
'ropcrty   Valuation 
lisce]  laneous   Tax 
[otor   Fuel   Tax 

Total   Expenditures 

:CESS   OF   REVENUES    OVER    (UNDER) 
[RRENT   EXPENDITURES 

ior  Year    Items 

•HER    FINANCING    SOURCES    O'SES) 
'ransfers    to  Other   State  Agencies 
'ransfers   In 
upport   From    (To)    General    Fund 

:CESS   OF   REVENUES    OVER    (UNDER) 
;PKNDITURES   AND   OTHER    SOURCES 
fSES) 

fND   BALANCE   JULY      1,    1982 

rND   BALANCE   JUNE    30,    1983 


Budget 


S198,A22,200 

1,864,900 

4,750 

16,981,000 

3,100 

12,000 


217.287.950 


244.040 
838,727 
974,398 
606,957 
1,894,390 

2,423.651 

25,232.192 

371.453 

32.585.808' 


184,702,142 
2,787,633 


12,400,700 
(199,890,475) 


-0- 
-0- 


DEPARTMENT  OF  RFVFNUE 


REVENUES : 
Taxes 

Licenses  fi  Permits 
Service  Fees 
Investment  Earnings 
Fines 
Sale  of  Documents,  Merchandise 

and  Property 
Miscellaneous 
Federal  Assistance 
Total  Revenues 

EXPENDITURES: 
Director's  Office 
Centralized  Services 
Researcli  &  Information 
Legal  &  Enforcement 
Income  Tax 
Natural  Resources  & 

Corporation  Tax 
Property  Valuation 
Miscellaneous  Tax 
Motor  Fuel  Tax 

Total  Expenditures 

EXCESS  OF  REVENUES  OVER  (UNDER) 
CURRENT  EXPENDITURES 

Prior  Year  Items 

OTHER  FINANCING  SOURCES  CUSES) 
Transfers  to  Other  State  Agencies 
Transfers  In 
Support  From  (To)  General  Fund 

EXCESS  OF  REVENUES  OVER  (UNDER) 
EXPENDITURES  AND  OTHER  SOURCES 
(USES) 

FUND  BALANCE  JULY   1.  1982 

FUND  BALANCE  JUNE  30.  1983 


COMBTNEn  STATEMENT  Of 
BUDGET 
FOR 

RF.VENUES,  EXPENDITURES,  AND  CHANCES  IN  FUND  BALANCES 
AND  ACTUAL  -  ALL  GOVERNMENTAL  FOND  TYPES 
THE  FISCAL  YEAR  ENDED  JUNE  30,  1983 

GENERAL  FUND 

SPECIAL  REVENUE  FUND 

DFBT  SERVICE  FUND 

CAPITAL  PROJECTS  FUND 

Budget 

Actual 

Variance- 
Favorable 
(Unfavorable) 

Budget 

Actual 

Varlance- 

Favorabli 

(Unfavt'rah'e) 

Budget 

Actual 

Variance- 
Favorable 
(Unfavorable) 

Budget 

Actual 

Variance- 
Favorable 
(Unfavorable) 

$198,422,200 

1,864,900 

4,750 

16,981,000 

3,100 

$198,694,905 

1,839,019 

5,8.26 

18,466,762 

8,250 

$    272,705 

(25,881) 

1,076 

1,485,762 

5,150 

$129,737,581 
19,400 

$127,440,643 
17,425 

3,789,655 

$(2,296,9?P~- 
(1,975) 

3,789,855 

530,285,891 

$29,708,199 

$(577,692) 

$2,955,420 

$3,099,741 

$144,321 

1 2 , 000 

5,936 

6,337 

298,474 

219,325,509 

(6,064) 
6,337 
298,474 
2,037,559 

42,000 

770,000 

130,568,981 

46,239 

786,715 

132,080,877 

4,239 
16,715 

217,287,950 

1.511,896 

30,785,891 

29,708,199 

(577,692) 

2,955.420 

3,099,741 

144,321 

244,040 
838,727 
974,398 
606,957 
1,894,390 

233,693 
828,658 

973,398 

600,835 

1,892,143 

10,347 

10,069 

1,000 

6,122 

2,247 

76,937 
3,133,400 

980,977 

76,272 
2,807,097 

836,169 

665 
326,301 

144,806 

2,423,651 

25,232,192 

371,453 

2,421,966 

24,879,499 

360,634 

1,685 

352,693 

10,819 

4,800,000 

60,916 

570,433 

9,622,663 

120,946,318 

3,434,493 

60,076 

560,599 

7,774,706 

124,306,171 

1,365,507 

840 

9,834 

1,847,957 

3,359,853 

32,585,808 

32,190,826 
187,134,683 

394,982 
2,432,541 

-0- 

-0- 

-0- 

-0- 

-0- 

-0- 

184,702,142 

30,285,891 

29,708,199 

(577,692) 

2,955,420 

3,099,741 

144,321 

2,787,633 

2,787,633 

-0- 

3,684,195 

3,684,195 

-0- 

58,868 

58.868 

-0- 

133,255 

133,255 

-0- 

12,400,700 
(199,890,475) 

11,148,586 
(201,070,902) 

(1,252,114) 
(1,180,427) 

(129,112,834) 
4,482,321 

(129,727,467) 
4,281,114 

(614,6331 
(201,207) 

(30,344,759) 

(29,767,067) 

577,692 

(3,088,675) 

(3,232,996) 

(144,321) 

-0- 
-0- 

-0- 
-0- 

-0- 
-0- 

-0- 
(1,539.420) 
$(1,539,420) 

2,544,013 
(1,539.420) 
S   1,004,593 

2,544,013 
-0- 

-0- 
-0- 

-0- 

-0- 

-0- 

-0- 

-0- 
-0- 

-0- 
-0- 

-0- 

-0- 

$ 

-0- 

s 

-0- 

$ 

-0- 

S  2,544,013 

c 

-0- 

s 

-0- 

$_ 

-0- 

s 

-0- 

s 

-0- 

s_ 

-0- 
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COMBINED  STATEMENT  OF  REVENUES.  EXPENSES,  AND 
CHANGES  IN  RETAINED  EARNINGS/FUND  BALANCE  - 
ALL  PROPRIETARY  FUND  TYPES  AND  SIMILAR  TRUST  FUNDS 
FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1984 


FIDUCIARY 
PROPRIETARY  TYPE  FUND  TYPE 


Non-Expendable 
Liquor  Enterprise Trust 

OPERATING  REVENUES: 

Taxes  $10,519,534   $  48,088,511 

Investment  Earnings  3  343  700 

Abandoned  Property  Revenue  131  468 

Net  Investment  Gain  (Loss)  166,140 

Gross  Liquor  &  Wine  Sales  42,694,188 

Less  Discounts  Granted  849,679 

Adjusted  Gross  Liquor  &  Wine  Sales  &  Taxes  52,364,043 

Less  Cost  of  Goods  Sold: 
Beginning  Inventory,  July  1  8,703,306 

Liquor  &  Wine  Purchases  26,855,970 

Freight  to  Warehouse  872,135 

Freight  to  Stores  595,455 

Goods  Available  for  Sale  37,026,866 

Less  Ending  Inventory,  June  30  7,402,738 

Cost  of  Coeds  Sold  29,624,128 

Gross  Income  from  Liquor  &  Wine  Sales  &  Taxes  22,739,915 

Other  Income  29,133 

Total  Operating  Revenue  22,769,048     51,729,81? 

OPERATING  EXPENSES: 

Salaries  3,169,895 

Employee  Benefits  706,174 

Contracted  Services  938,370 

Supplies  &  Materials  58,985 

Communications  97,960 

Travel  30,827 

Rent  755,926 

Utilities  170,624 

Repairs  &  Maintenance  57,062 

Breakage,  Shortages,  &  Bad  Check  Loss  114,964 

Depreciation  117,682 

Other  Expenses  34,621 

Director's  Office  21,908 

Research  &   Information  Division  324,155 

Lega]  &  Enforcement  Division  241,418  

Total  Operating  Expenses  6,840,571  -0^ 

Net  Operating  Income  15,928,477     51,729,819 

Less  Operating  Transfers  Out  for  Taxes: 
Liquor  Excise  Tax  6,415,784 

Liquor  License  Tax  4,006,857 

Wine  Tax  96,893    

Total  Operating  Transfers  Out  10,519,534  -0^^ 

Net  Income  from  Operations  5,408,943     51,729,819 

Less  Transfers  of  Profits  to  General  Fund  5,782,000 

Less  Distributed  Trust  Fund  Corpus  8,413,811 

Net  Addition  (Deduction)  to  Retained  Earnings  (373,057)  43,316,008 
Retained  Earnings/Fund  Balance.  July  1,  1983  8,531,210  ^~  20117747850 
Net  Prior  Period  Adjustments  ''408,644)  2 '499 '356 
Adjusted  Beginning  Retained  Earnings/  '         ' 

Fund  Balance  8,122,566    204,274,206 

Retained  Earnings/Fund  Balance,  June  30. 

^^^■^  $  7,749,509   $247,590,214 
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DEPARTMENT  OF  REVENUE 

COMBINED  STATEMENT  OF  REVENUES.  EXPENSES,  AND 

CHANGES  IN  RETAINED  EARNINGS/FUND  BALANCE  - 

ALL  PROPRIETARY  FUND  TYPES  AND  SIMILAR  TRUST  FUNDS 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1983 


OPEPATING  REVENUES: 
Taxes 

Net  Investment  Gain  (Loss) 
Abandoned  Property  Revenue 
Gross  Liquor  &  Wine  Sales 

Less  Discounts  Granted 
Adjusted  Gross  Liquor  6  Wine  Sales  &  Taxes 
Less  Cost  of  Goods  Sold 
Beginning  Inventory,  July  1 
Liquor  &  Wine  Purchases 
Freight  to  Warehouse 
Freight  to  Stores 
Goods  Available  for  Sale 

Less  Ending  Inventory,  June  30 
Costs  of  Goods  Sold 
Gross  Income  from  Liquor  &  Wine  Sales  &  Taxes 
Other  Income 

Total  Operating  Revenue 


PROPRIETARY  TYPE 


Liquor  Enterprise 


11,008,134 

26,997,2A1 

891,921 

617,875 

39,515,171 

8,703,306 


$10,767,613 


44,001,310 

905,518 

53,863,405 


30,811,865 

23,051,540 

15,572 

23,067,112 


FIDUCIARY 
FUND  TYPE 
Non-Expendable 
Trust 


$  57,922,599 
(871,195) 
353,775 


57,405,179 


,609 
,980 
,232 
,865 
,075 
,320 
,748 
,551 
,405 
,402 
,007 
,630 
,505 
,957 


OPERATING  EXPENSES; 
Salaries  3,514 

Employee  Benefits  763 

Contracted  Services  978 

Supplies  and  Materials  93 

Communications  93 

Travel  27 

Rent  747 

Utilities  168 

Repairs  and  Maintenance  52 

Breakage  and  Shortages  92 

Depreciation  106 

Other  Expenses  24 

Research  &  Information  Division  379 

Legal  &  Enforcement  Division  246 

Total  Operating  Expenses 

Net  Operating  Income 
Less  Operating  Transfers  Out  for  Taxes 
Liquor  Excise  Tax 
Liquor  License  Tax 
Wine  Tax 

Total  Operating  Transfers  Out 

Net  Income  from  Operatic^ns 
Less  Transfers  of  Profits  to  General  Fund 
Less  DJsf  T  Ibvited  Trust  Fund  Corpus 

Net  Addition  (Deductlnny  to  Retained  Earnings 

Retained  Earnings/Fund  Balance,  July  1,  1982    7,947,45'' 

Net  Prior  Period  Adjustments  73,542 

Adjusted  Beginning  Retained  Earnings/ 
Fund  Balance 

Retained  Earnings/Fund  Balance,  June  30,  1983 


6,554,828 

4,096,768 

116,017 


7,289,286 
15,777,826 


10,767,613 


5,010,213 
4,500,000 

510,213 


8,020,997 
$  8,531 ,210 


-0- 


57,405,179 


-0- 

57, 
8, 

,405, 
,358, 

,179 
,274 

49 

.046 

,905 

14  5 

7, 

,247; 

,480, 

,529 
,416 

152, 

,727, 

,945 

$201, 

.774, 

,850 
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DEPARTMENT  OF  REVENUE 
COMBINED  STATEMENT  OF  CHANGES  IN  FINANCIAL  POSITION 
ALL  PROPRIETARY  FUND  TYPES  AND  SIMILAR  TRUST  FUNDS 
FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1984 


PROPRIETARY 
TYPE 

Liquor 
Enterprise 


FIDUCIARY 
TYPE 
Non- 
Expendable 
Trust 


SOURCES  OF  WORKING  CAPITAL: 


OPERATIONS: 
Net  Income  From  Operations 

Item  Not  Requiring  Working  Capital-Depreciation 
Working  Capital  Provided  by  Operations 
Revenue  Collected 

Net  Prior  Year  Income/Expenditure  Corrections 
Total  Sources  of  Working  Capital 

USES  OF  WORKING  CAPITAL: 
Acquisition  of  Fixed  Assets 
Net  Profits  Distributed  to  General  Fund 
Transfers  Out 

Total  Uses  of  Working  Capital 

NET  INCREASE  (DECREASE)  IN  WORKING  CAPITAL 


$5,408,943 

117,682 

5,526,625 

(408,644) 
5,117,981 


43,460 
5,782,000 

5,825,460 


$51,729,819 

2,499,356 

54,229,175 


8,413,811 
8,413,811 


$  (707,479)   $46,815,364 


ELEMENTS  OF  NET  INCREASE  (DECREASE)  IN 
NET  WORKING  CAPITAL: 

Cash 

Accounts  Receivable 

Interest  Receivable 

Supplies  Inventory 

Due  From  Other  Funds 

Prepaid  Expenses 

Merchandise  Inventory 

Investments 

Accounts  Payable 

Due  to  Other  Funds 

Deferred  Revenue 

LiabJllty  for  Compensated  Absences 

NET  INCREASE  (DECREASE)  IN  WORKING  CAPITAL 


$  (828,447) 
9,415 

(7,173) 

(7,224) 

(1,165) 

(1,300,568) 

1,785,744 
r358.061) 


51,185 
425,100 
916,767 

(939,942) 


42,666,744 

800,236 
1,895,274 


$  (707,479)   $45,815,364 


The  notes  to  the  financial  statements  are  an  Integral  part  of  this  statement. 
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DEPARTMENT  OF  REVENUE 
COMBINED  STATEMENT  OF  CHANGES  IN  FINANCIAL  POSITION 
ALL  PROPRIETARY  FUND  TYPES  AND  SIMILAR  TRUST  FUNDS 
FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1983 


SOURCES  OF  WORKING  CAPITAL: 
Operations: 
Net  Income  (Loss)  From  Operations 
Item  Not  Requiring  Working  Capita] 

-  Depreciation 
Working  Capital  Provided  by  Operations 
Revenue  Collected 

Net  Prior  Year  Income/Expenditure  Correction 
Total  Sources  of  Working  Capital 

USE  OF  WORKING  CAPITAL: 
Acquisition  of  Fixed  Assets 
Transfers  Out 

Total  Uses  of  Working  Capital 

NET  INCREASE  (DECREASE)  IN  WORKING  CAPITAL 


PROPRIETARY   TYPE 
Liquor  Enterprise 
$5,010,213 


106,007 
5,116,220 

73,542 
5,189,762 


65,825 
4,500,000 
4,565.825 

$   623,937 


FIDUCIARY 
FUND  TYPE 

Non-Expendable 
Trust 


$57,405,179 

7,480,416 

64,885.595 


8,358,274 
8,358.274 


$56,527,321 


ELEMENTS  OF  NET  INCREASE  (DECREASE) 
IN  NET  WORKING  CAPITAL: 

Cash 

Due  From  Other  Funds 

Accounts  Receivable 

Supplies  Inventor}' 

Prepaid  Expenses 

Merchandise  Inventory 

Accounts  Payable 

Investments 

Due  to  Other  Funds 

Deferred  Revenue 

NET  INCREASE  (DECREASE)  IN  WORKING  CAPITAL 


$1,467,623 
33,231 
26,890 
17,730 
(266) 
(2,304,828) 
(2,475,622) 

3,859,179 


$      623,937 


$    37,791 
1,057,860 
(9,507) 


50.997.841 
6,335.328 
(1,891,992) 

$56,527,321 


The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 
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MONTANA   DEPARTMENT   OF   REVENUE 
NOTES   TO    FINANCIAL  STATEMENTS 
JUNE   30,    1984 
1.        SUMMARY   OF  SIGNIFICANT  ACCOUNTING   POLICIES 

A.  Reporting  Entity  -  The  preceding  financial  statements, 
prepared  from  the  Statewide  Budgeting  and  Accounting  System 
(SBAS),  include  the  financial  activity  of  the  Department  of  Reve- 
nue. These  financial  statements  are  summaries  of  entries  in  SBAS 
recorded  for  the  Montana  Department  of  Revenue  and  exclude  any 
entries  recorded  for  other  agencies.  Accordingly,  these  financial 
statements  are  not  intended  to  fairly  present  the  financial  position 
or   results  of  operations  of  the  State  of  Montana. 

B.  Basis  of  Presentation  -  The  Montana  Department  of  Reve- 
nue reports  its  financial  activity  in  accordance  with  Generally 
Accepted  Accounting  Principles  (GAAP)  as  prescribed  by  the 
National  Council  on  Governmental  Accounting  and  the  American 
Institute  of  Certified  Public  Accountants,  except  that  complete 
information  for  some  of  the  funds  is  not  presented  because  it 
represents  other  agencies'  financial  activities  and  intra-fund  trans- 
actions are  not  eliminated. 

Montana's  various  funds  are  grouped  in  the  financial  state- 
ments  in   this   report  as   follows: 

GOVERNMENTAL   FUNDS 

1 .  General  Fund  -  To  account  for  all  financial  resources  not 
accounted  for  in  another  fund.  This  fund  corresponds 
to  the  state  General  Fund  within  the  state  treasury  fund 
structure.  A  primary  function  of  the  department  is  to 
administer  and  collect  a  variety  of  taxes,  license  fees, 
and  other  revenues  for  the  General  Fund.  The  depart- 
ment receives  its  primary  financial  support  by  legislative 
appropriations  from   the  General    Fund. 

2.  Special  Revenue  Funds  -  To  account  for  the  proceeds  of 
specific  revenue  sources  that  are  legally  restricted  to 
expenditures  for  specified  purposes.  Activities  in  this 
fund  include:  a)  administration  and  collection  of  taxes, 
license  fees,  and  other  revenues  for  certain  accounting 
entities  within  the  fund;  bl  receipt  of  financial  support 
by      legislative     appropriation      from      certain      accounting 
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entities  for  specific  prorirams,  including  those  reim- 
bursed by  the  federal  government;  and  c)  distribution  of 
certain  state  revenues  to  other  state  funds,  county  and 
city  governments  and  other  individuals. 

3.  Debt  Service  Funds  -  To  account  for  the  accumulation  of 
resources  for,  and  the  payment  of,  general  long-term 
debt  principal  and  interest.  Activities  in  this  fund 
include  administering  and  collecting  a  variety  of  taxes 
for  accounting   entities   within   the   fund. 

4.  Capital  Projects  Funds  -  To  account  for  the  financial 
resources  to  be  used  for  acquisition  or  construction  of 
major  capital  facilities.  Activities  in  this  fund  include 
the  administration  and  collection  of  cigarette  taxes  for 
the   Long    Range   Building    Program  accounting   entity. 

PROPRIETARY    FUNDS 

1 .  Enterprise  Funds  -  To  account  for  operations  that  are 
financed  and  operated  in  a  manner  similar  to  private 
business  enterprises.  Activities  in  this  fund  include  the 
operation  of  the  liquor  distribution  system  in  the  State 
of  Montana. 

2.  Internal  Service  Funds  -  To  account  for  the  financing  of 
goods  or  services  provided  by  one  division  to  other 
divisions  of  the  department  on  a  cost-reimbursement 
basis.  The  department  has  no  activities  accounted  for  in 
internal  Service   Funds. 

FIDUCIARY   FUND 

1 .  Trust  and  Agency  Funds  -  To  account  for  assets  held 
by  a  governmental  unit  in  a  trustee  capacity  or  as  an 
agent  for  individuals,  private  organizations,  other 
governmental  units  and/or  other  funds.  These  include: 
a)  Expendable  Trust  Funds;  b)  Non-Expendable  Trust 
Funds;    c)    Pension   Trust   Funds;   and  d)   Agency   Funds. 

The   department's   activities   are   limited    to   the    Non-Expendable 
Trust   Fund  and  Agency   Funds. 

a.  Non-Expendable  Trust  Funds  are  those  whose 
principal  must  be  preserved  intact.  The  depart- 
ment administers  and  collects  Coal  Taxes,  Resource 
Indemnity  Taxes,  and  Abandoned  Property  for 
several  non-expendable  trust  accounts,  with  admin- 
istrative responsibilities  for  investment  of  the 
principal  in  the  Coal  Tax  Permanent  Trust  and 
Resource   Indemnity  Tax   Trust  accounting  entities. 

b.  Agency  Funds  are  custodial  in  nature,  being  merely 
clearing    accounts.       The    department,    as    a    revenue 


collection  agent  for  the  stnte,  utilizes  various 
Afiency  accounting  entities  for  temporary  placement 
of  moneys. 

ACCOUNT   GROUPS 

1.  General  Fixed  Assets  Account  Group  -  To  show  the 
historical  cost  of  fixed  assets  acquired  by  the  depart- 
ment  for  all   funds  other  than   proprietary   funds. 

2.  General  Long-Term  Debt  Account  Group  -  To  account  for 
general  unmatured  long-term  indebtedness  incurred  by 
the  department  via  capital   leases  or  otherwise. 

C.  Basis  of  Accounting  -  The  modified  accrual  basis  of 
accounting  is  followed  in  the  governmental  funds  and  expendable 
trust  funds.  In  applying  the  modified  accrual  basis,  revenues  are 
recorded  when  they  are  received  in  cash,  unless  susceptible  to 
accrual.  Revenues  susceptible  to  accrual  are  recorded  as  receiv- 
ables when  they  are  measurable  and  available  to  pay  current 
period  liabilities.  Intergovernmental  revenues  received  as  reim- 
bursements are  recognized  based  upon  the  expenditures  recorded. 
Intergovernmental  revenues  received  but  not  earned  are  recorded 
as  deferred  revenues.  Taxes  are  recognized  as  revenues,  if 
available,  when  tax  returns  are  filed  since  they  normally  are  only 
measurable  at  that  time. 

Under  the  modified  accrual  basis  of  accounting,  expenditures 
are  recognized  when  the  related  liability  is  incurred  with  the 
following  exceptions,  which  are  in  accordance  with  generally 
accepted  accounting   principles: 

1 .  principal  and  interest  on  long-term  debt  is  reported 
when  due; 

2.  obligations  for  employees  vested  annual  leave  and  sick 
leave  are   reported  as  expenditures  when   paid; 

3.  prepayments  arc  accounted  for  as  expenditures  in  the 
period  of  acquisition;   and 

4.  inventory  items  are  considered  expenditures  when  pur- 
chased. 
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Proprietary  and  Non-Expendable  Trust  Funds  are  maintained 
and  reported  on  the  accrual  hasis  of  accounting.  Revenues  are 
recognized  in  the  accounting  period  in  which  they  are  earned  and 
become  measurable;  expenses  are  recognised  in  the  period  incurred 
(if  measurable) . 

The  Liquor  Enterprise  Fund  includes  the  expenditures  of 
administering  the  liquor,  beer  and  wine  licensing  function.  This 
function  produces  considerable  revenues  required  to  be  deposited 
intact  to  the  State  General  Fund.  Also,  the  legislature  appropri- 
ates Liquor  Enterprise  Fund  moneys  to  support  divisions  within  the 
Department  of  Revenue.  These  appropriated  amounts  do  not  relate 
directly  to  the  services  performed  for  the  Liquor  Division  by  these 
support  divisions.  SBAS  expenditure  records  demonstrate  compli- 
ance with  appropriate  laws  and  there  is  no  attempt  in  SBAS  to 
relate  expenditures  with  actual  services  rendered.  Consequently, 
the  financial  statements  prepared  from  SBAS  show  expenditures  in 
accordance  with  legal  compliance  rather  than  GAAP.  A  determina- 
tion of  actual  services  rendered  by  the  various  support  divisions 
and  the  licensing  operations  expenses  shows  there  to  be  no 
material  effect  on  the  balance  sheet  or  statement  of  operations  of 
the  Liquor  Enterprise  Fund.  The  Department  of  Revenue 
requested  changes  in  the  appropriations  from  the  Liquor  Enterprise 
Fund  so  the  expenditures  could  be  more  properly  matched  with 
revenues.      The  legislature  decided  against  a  change. 

D.  "Due  To"  and  "Due  From"  Accounts  -  At  fiscal  year-end 
cash  balances  remain  intact  in  the  accounting  entities  and  move- 
ment of  moneys  between  accounts  because  of  the  necessity  of 
distributing  revenues  or  making  expenditures  is  recorded  in  "due 
to"  accounts  with  the  corresponding  asset  "due  from"  accounts 
shown   in   the  appropriate  accounting  entities. 

E.  Transfers  Out  -  Since  many  of  the  accounting  entities 
that  the  Department  of  Revenue  makes  entries  in  are  not  adminis- 
tered by  the  department,  they  are  accounted  for  on  a  non-consoli- 
dated basis  with  any  balance  "transferred  out"  to  the  consolidated 
entity     at      fiscal      year-end.        Thus      the     "transfer     out"     account 
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generally   represents   transfers   to   the  consolidated   entity   within    the 
Statewide   Budgetinq   and   Accounting   System. 

2.        ACCOUNTS    RECEIVABLE 

Generally,  where  applicable,  accounts  receivable  records  are 
kept  for  all  taxes  and  some  other  various  minor  areas  of  receiv- 
ables such  as  bad  checks  and  freight  damage  claims.  In  all  cases 
there  accounts  receivable  are  interfaced  with  SBAS  so  that  the 
amounts  automatically  occur  in  SBAS  or  the  amounts  are  entered  at 
fiscal  year-end  to  reflect  the  correct  receivables.  An  allowance 
for  uncollectibles  is  also  calculated  and  adjusted  at  year-end.  An 
amount  approximating  60  days  collections  has  been  accrued  to 
revenues  at  the  c.rd  of  the  fiscal  year. 

Many  accounts  receivable  on  the  department's  computerized 
system  are  in  the  over  120  days  class.  Several  in  that  class  are 
in  litigation  or  some  state  of  appeal.  In  many  cases  liens  have 
been  filed  which  will  make  the  tax  debts  collectible  upon  sale  of 
any  of  the  taxpayers'  property.  Inheritance  tax  receivables 
include  many  not  yet  due,  some  on  which  deposits  have  been  made 
assuring  collectibility  and  others  which  represent  a  lien  on 
property. 

The  following  receivables  are  not  shown  in  the  attached 
financial   statements: 

a.  Some  Natural  Resource  and  Corporation  Tax  receivables 
were  not  entered  on  the  department's  accounts  receivable 
system  because  they  are  being  protested  either  adminis- 
trativelv  or  in  a  court  of  law.  As  of  June  30,  198^1,  the 
following   were  outstanding: 

General  Special  Debt  Trust 

Fund  Revenue        Service   Fund  Fund 


Corporation  $15,748,618  $6,151,804        $2,706,794 

Coal    Sev.  247,000                 227,500               175,500        $650,000 

Oil    Sev.  24,032                    12,016 

Gas   Sev.  155,454 

Metal  Mines  62,167 

Resource  Indera.   285 ,931 

Total  $16,237,271  $6,391,320   $2,882,294   $935,931 
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In  October  of  ^98^  n  corporation  tax  case  included  in 
above  receivables  at  n  total  of  $17,159,528  was  settled 
and  the  department  received  $10,U99,21U.  Collectibility 
of  the  remainder  of  these  receivables  is  dependent  upon 
the  decisions  of  the  court  or  other  authorities. 

b.  Bad  Debts  Receivables  are  amounts  written  off  by  other 
agencies  or  other  divisions  of  the  department.  These 
amounts  are  recorded  in  a  SBAS  agency  account  and 
fully  offset  by  a  "reserve  for  bad  debt  transferred" 
account,  leaving  a  net  balance  of  zero  for  financial 
statements.  At  fiscal  year  ended  June  30,  1984  there 
were  $2,186,593  in  bad  debts  receivable.  It  is  estimated 
that  approximately  10  percent  of  these  bad  debts  are 
collectible. 

c.  The  Child  Support  Enforcement  Bureau  identifies  and 
attempts  to  collect  the  obligations  of  absent  parents  to 
their  children.  The  department  estimates  that  over 
$100  million  of  child  support  accounts  receivable  existed 
at  June  30,  1984.  Approximately  3  percent  of  this 
balance  is  estimated  to  be  collectible  given  the  present 
staffing  of  the  bureau.  A  portion  of  the  collections  of 
these  receivables  is  transferred  to  the  Department  of 
Social  and  Rehabilitation  Services  to  apply  toward  the 
cost  of  child  support.  Another  portion  is  remitted  to 
the  child's  guardian.  Because  of  the  low  percentage  of 
collectibility  and  the  absence  of  an  accurate  receivable 
balance  these  accounts  receivable  are  not  recorded  in 
SBAS. 

3.        INVENTORIES 

The  Liquor  Division  maintains  a  periodic  inventory  system  for 
the  liquor  inventories  in  the  state  liquor  warehouse  and  state 
liquor  stores.  The  liquor  inventories  in  this  system  are  valued  at 
the  "most  recent  cost  plus  freight"  basis.  This  method  is  not  in 
conformance  with  generallv  accepted  accounting  principles  which 
require  the  reporting  of  inventories  at  the  lower  of  cost  or  market 
value.  However,  because  price  adjustments  occur  quarterly  at 
August  1 ,  November  1 ,  and  May  1 ,  and  two  months  of  inventory 
turnover  occur  between  May  1  and  fiscal  year-end  inventory,  the 
effect  of  using  a  different  valuation  method  is  considered  insignifi- 
cant to  the  total   value  of  the  inventory. 
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1.        INVESTMENTS 

Investment  earnings  that  appear  in  the  General  Fund  are 
earned  on  investments  of  the  Non-Expendable  Trust  Fund.  The 
State  Board  of  Investments  manages  and  controls  the  department's 
investments  according  to  statutes  applicable  to  the  board.  In 
SBAS,  long-term  investments,  though  valued  at  amortized  cost,  are 
recorded  initially  at  par  along  with  corresponding  contra-asset 
premium  or  discount  accounts,  if  applicable.  Short-term  invest- 
ments are  recorded  and  valued  at  cost.  In  SBAS  federal  securities 
and  other  investments  are  recorded  at  par  value  and  the  short- 
term  investment  pool  is  recorded  at  cost.  The  SBAS  recorded 
values  and  market  values  of  all  investment  categories  shown  in  the 
balance  sheet  are  as  follows: 


Permanent  Resource  Coal  Tax  Park 

Coal  Trust  Fund  Indemnity  Trust  Fund  Acquisition  Account 

Par/Cost       Market  Par/Cost      Market  Par/Cost     Market 
Value         Value        Value        Value       Value       Value 

Federal  Securities  $  40,502,871  $  37.099,292  $11.16A,279  $10,063,769  $5,A92,A9I  $4,713,088 

Other  Investments  137,899,204  128,933,501  30.507,000  26,425,113  4.800,000  4,005.672 

Short-terra  Invest- 
ment Pool  10,076,805  9,889,671  428,882  417,951  1.769.050  1,785,289 

Certificate  of 

Deposit  -  -  -  -  -  - 

Mortgages  904.583  904.583  -  -  -  - 


5.        GENERAL   FIXED   ASSETS  AMP   DEPRECIATION 

Assets  acquired  through  the  department's  General  and  Special 
Revenue  Funds  are  reflected  in  a  separate  account  group  on  the 
balance  sheet.  The  costs  of  such  assets  are  treated  as  expendi- 
tures in  the  General  and  Special  Revenue  Funds  in  the  year  of 
asset  acquisition  and  charged  directly  to  investment  in  general 
fixed  assets  fund  equity.  Fixed  assets  arc  recorded  in  the  state's 
Property  Accountability  and  Management  System  (PAMS).  PAMS 
includes  assets  with  a  useful  life  of  more  than  one  year  and  a  unit 
cost  of  $200  or  more. 
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Assets  acquired  through  the  Enterprise  Fund  are  reflected  as 
assets  on  the  Enterprise  Fund  Balance  Sheet.  Depreciation  of 
Enterprise  Fund  Assets  is  provided  automatically  by  PAMS  using 
various  applicable  useful  lives  (from  5  to  1 5  years)  applied  on  a 
straight  line  basis. 

Fixed  assets  as  of  June  30,    1981  consist  of  the  following: 


Building 
Equipment 
Totals 


Proprietary 
Fund  Type 

Enterprise 

$1,736,218 

839,079 

$2,575,297 


Account 
Group 


General 
Fixed  Assets 

$2. 

322,220 

$2. 

322,220 

Totals 
(Memorandum  Only) 

$1,736,218 

3,161,299 

$4,897,517 


The  state's  liquor  warehouse  is  located  on  Airport  Road  in 
Helena,  Montana.  This  warehouse  was  occupied  in  February  of 
1978.  House  Bill  712  of  the  1975  Legislative  Session  appropriated 
$1,920,000  for  the  Long-Range  Building  Program  account  for  the 
construction  of  the  warehouse.  The  Long-Range  Building  Program 
Account  is  financed  by  Cigarette  Tax  Revenues  and  there  is  no 
outstanding  indebtedness  of  the  state  directly  related  to  the  liquor 
warehouse.  The  amount  expended  on  the  liquor  warehouse  and 
equipment  from  this  account  is  considered  as  an  operating  trans- 
fer-in to  the  Liquor  Enterprise  Fund  in  these  financial  statements. 
Depreciation  of  the  warehouse  is  included  in  operating  expenses. 
A  40-year  useful  life  and  the  straight  line  method  of  depreciation 
is  used. 

6.        INSURANCE 


Most  assets  of  the  Department  of  Revenue  are  protected  under 
the  Statewide  Insurance  Program  administered  by  the  Department 
of  Administration.  The  department's  liquor  warehouse  has  been 
added  to  the  state's  Blanket  All-Risk  policy  and  all  stock  in  the 
warehouse    and    the    stores    is    self-insured    by    the    state    with    the 
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insurance  reserves  being  held  by  the  Department  of  Administra- 
tion. All  Department  of  Revenue  vehicles  are  covered  under  the 
Comprehensive  Automobile  Liability  policy  obtained  by  the  Depart- 
ment of  Administration. 

The  department  is  indemnified  against  losses  due  to  dishonest 
acts  of  employees  under  the  state's  Blanket  Public  Employees' 
Faithful   Performance   Bond. 

7.        CONTINGENT    LIABILITIES 

a)      Unused  Vacation   and  Sick   Leave 

Liabilities  incurred  because  of  unused  vacation  and  sick  pay 
by  employees  are  not  recorded.  The  related  expenditure  is 
recorded  when  paid.  Based  upon  a  calendar  year,  employees  can 
accumulate  vacation  leave  up  to  twice  the  number  of  leave  days 
earned  annually.  Sick  leave  earned  annually  can  be  accumulated 
without  limitation.  Upon  termination,  the  employee  is  paid  all 
accumulated  vacation  leave  and  25  percent  of  the  accumulated  sick 
leave.  The  liabilities  associated  with  accumulated  vacation  and  sick 
leave  at  June   30,    1984  and   1983   were  approximately: 

1984  1983 


Vacation  Leave  $1,058,148  $1,205,000 

Sick  Leave   (?   25%  480,987  461,250 

Total  $1,539,135  $1,666,250 


b)      Litigation   -   See  attachment  on   pages  48  to  50. 

8.        LEASED   PREMISES   AND   EQUIPMENT 

During  fiscal  year  ended  June  30,  1981,  the  Department  of 
Revenue  leased  office  space  for  several  divisions  and  certain  types 
of  equipment.  These  agreements  were  short-term  in  nature.  The 
Liquor  Division  had  leases  on  56  state  liquor  stores  at  June  30, 
1983.  Most  leases  have  been  for  five  or  ten  years  with  five-year 
renewal  options.  The  current  lease  form  utilized  by  the  depart- 
ment   contains    a     termination     clause    drafted     for     the     purpose    of 
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allowing  the  department  to  discontinue  a  lease  to  either  a  conver- 
sion or  to  eliminate  a  state  store  if  funding  is  withdrawn. 
However,  a  majority  of  store  leases  are  long-term  obligations  which 
bind  the  department  to  payment  of  rental  considerations  for  the 
full  lease  term.  Lessors  furnish  and  maintain  the  buildings  and 
most  fixtures.      The  leases  are  classified  as  Operating   Leases. 

In  addition  to  the  liquor  stores  the  department  pays  rent  for 
office  space  in  the  capitol  complex  and  in  several  other  cities  for 
field  offices.  All  of  these  are  considered  operating  leases.  The 
department  maintains  some  operating  leases  on  equipment.  Operat- 
ing lease  costs  for  the  fiscal  years  ended  June  30,  1984  and 
June  30,  1983  were  $1,030,085  and  $1,038,576,  respectively.  Lease 
rentals  are  recorded  as  expenditures  over  the  lease  term  as  they 
become  payable.  The  current  commitments  under  these  leases, 
including  the  liquor  stores,  provided  for  the  following  minimum 
lease  payments. 

Year  Ending  June   30  Operating  Leases 

1985  $   720,987 

1986  518,369 

1987  362,442 

1988  229,644 

1989  100,210 

$1,931,652 


In  previous  years  some  of  the  department's  equipment  leases 
had  been  classified  as  capital  leases.  During  fiscal  year  1984 
these  capital  leases  have  been  either  discontinued  or  the  equipment 
was  purchased  and  all  liabilities  paid.  At  June  30,  1984  there 
were  no  capital  leases  on  equipment.  The  leases  on  equipment  at 
June  30,  1984  were  considered  operating  leases  and  provided  for 
the  following   minimum   lease  payments: 

Operating 
Year  Ending  June   30  Lease   Payments 

1985  $2,328 

1986  1,160 

$3,488 
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9.  RETIREMENT   PLANS 

Tho  Departmont  of  Revenue  participates  in  the  Public 
Employees'        Retirement       System        (PERS).  The       department's 

contribution  share  for  fiscal  years  ^98U  and  1983  was  6.417  percent 
of  gross  wages.  The  employee's  contribution  share  for  both  fiscal 
years  was  6.0  percent  of  gross  wages.  Total  retirement  plan 
expenses  were  $981,538  and  $929,129  for  fiscal  years  igs^l  and 
1983,    respectively. 

PERS  provides  services  to  state  employees  and  employees  of 
contracting  political  subdivisions.  Members  are  eligible  for  retire- 
ment at  age  50  with  a  minimum  of  5  vears  of  service  with  an 
actuarially  reduced  benefit.  A  member  with  30  or  more  years  of 
service  may  retire  at  any  aye  or  after  25  years  of  service  with  an 
actuarially   reduced   benefit. 

Because  of  the  multi-employer  nature  of  PERS,  actuarial 
disclosures  for  Department  of  Revenue  employees  only  are  not 
available.  At  June  30,  1982,  the  Public  Employees'  Retirement 
System  was  determined   to  be  actuarially   sound. 

10.  SIGNIFICANT   CHANCES 

Expenditures 

The  Motor  Vehicle  Registration  Program,  which  was  a  part  of 
the  Department  of  Revenue's  Property  Valuation  Program  in  fiscal 
year  1982-83,  was  transferred  to  the  Department  of  Commerce  on 
July   1,    1983. 

Revenues 

Debt  Service  Fund  revenues  increased  ^7  percent  between 
fiscal  years  1982-83  and  1983-84  due  to  changes  in  the  coal  tax 
accounting  structure.  Prior  to  fiscal  year  1983-84  certain  coal  tax 
revenues  were  deposited  directly  into  the  Non-Expendable  Trust 
Fund. 
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DEPARTMENT  OF  REVENUE 
SCHEDULE  OF  FEDERAL  GRANT  AND  SUBGRANT  RECEIPTS 
FISCAL  YEARS  ENDING  JUNE  30,  1983  AND  1984 


DEPARTMENT  OF  HEALTH  AND  HUMAN  SERVICES 


Fiscal  Year 


Contract  or  1982-83  1983-84 

Direct  Grant  //      Catalog  //  Receipts  Receipts 

1.  Medicaid  Fraud     01-8301-MF-5050      13.775  $110,550  $   112,801 

2.  Child  Support      75.08N522-DEFAC      13.679  763,804  838,325 

DEPARTMENT  OF  SOCIAL  SECURITY  ADMINISTRATION 
Subgrant  from  State  Department  of  Social 
and  Rehabilitation  Services 

3.  Welfare  Fraud                        82-080-0002  59,528  106.817^ 

GRAND  TOTAL  $933,882  $1,057,943 


This  amount  includes  $3,504  reimbursement  from  county  welfare  programs. 

This  schedule  does  not  include  the  amount  of  Federal  Assistance  revenue  that 
was  accrued  or  deferred  in  fiscal  years  1982-83  and  1983-84. 
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AGENCY    RESPONSES 


DEPARTMENT  OF  REVENUE 


TED  SCHWINDEN.  GOVERNOR 


MITCHELL  BUILDING 


STATE  OF  MONTANA 


January  18,  1985 


HELENA,  MONTANA  59620 


RPn-iVFD 


Legislative  Audit  Committee 

of  the  Montana  State  Legislature 

Office  of  the  Legislative  Auditor 

State  Capitol 

Helena,  Montana  59620 


Members  of  the  Committee: 


MWrANA  f.fcui;>LA,;/c  Air,)lt(m 


We  have  reviewed  the  report  on  the  Department  of  Revenue  by  the  Legis- 
lative Auditor.  Our  response  to  the  report's  recommendations  accompa- 
ny this  letter. 


\-~-Sincerely , 


ixncereiy,  ^ 


r*      -  - 

I   John  D.  LaFaver 
y  Director 


JL/lg 
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AN  f  (JI'At    Df'POHIIINIIy  i  MPI  OVfH 


pubkoOom  &  graphts  I 


RECOMMENDATION  1 

We  reconnnend  the  Department  develop  a  financial  management  operation 
plan. 


RESPONSE 

We  conditionally  concur.   The  recommendation  ic  not  fully  supported  in 
the  audit  report.   Potential  weaknesses  regarding  reconcilement  of 
operating  and  accounts  receivable  subsystems  have  resulted  in  a  global 
recommendation  concerning  the  inadequacy  of  the  Department's  Financial 
Management  Operating  Plan.   The  Department  has  taken  steps  to 
strengthen  procedures  for  reconciling  system  amounts  when  it  is  cost 
beneficial  to  do  so. 

Whether  or  not  the  development  of  a  Department-wide  Financial  Manage- 
ment Operating  Plan  separate  from  SBAS  is  necessary  will  be  discussed 
among  appropriate  Department  managers  and  the  project  assigned  if  it 
is  determined  that  such  a  project  should  be  given  priority  for  Depart- 
ment resources. 


RECOMMENDATION  2 

We  recommend  the  Department  fully  reconcile  financial  information 
recorded  on  automated  subsystems  and  manual  subsidiary  records  to  SBAS 
in  a  timely  manner. 


RESPONSE 

We  conditionally  concur.   Reconcilement  of  amounts  in  subsystems  to 
primary  systems  is  desirable  but  not  always  practical  in  view  of  the 
resources  required  to  perform  the  task. 
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Because  many  subsystems  are  set  up  with  their  primary  purpose  being  to 
satisfy  program  goals  as  opposed  to  providing  a  subsidiary  record  to 
SEAS  they  do  not  always  lend  themselves  to  reconcilement.   A  key  to 
reconcilement  Is  using  the  same  cutoff  date  for  processing  documents 
through  both  systemn  and  unless  that  is  a  primary  purpose  the  systems 
will  be  difficult  to  reconcile.   A  good  example  is  the  Income  Tax 
Operating  System.   Many  documents  processed  through  SBAS  for  Income 
Tax  are  not  processed  through  their  operating  system  for  up  to  six 
months.   In  this  situation  a  "post"  reconcilement  of  amounts  entering 
the  two  systems  would  be  extremely  labor-intensive  as  close  to  100,000 
documents  could  represent  reconciling  items. 

In  our  opinion,  an  overriding  consideration  in  determining  whether  or 
not  to  perform  a  particular  system  reconcilement  Is  the  cost/benefit 
of  doing  so.   In  many  cases  other  control  features  within  a  system 
such  as  a  good  file  management  procedure  will  mitigate  the  need  for 
reconcilement.   In  addition,  the  low  risk  of  error  in  some  systems 
will  justify  a  statistical  testing  process  of  individual  accounts 
within  the  systems  as  opposed  to  a  full-blown  reconcilement. 

The  following  are  provided  as  a  response  to  specific  Items  mentioned 
in  the  audit  report: 

a)  Where  the  term  "system  errors"  was  used  as  a  reconciling 
item  in  the  Department  Accounts  Receivable  System  a  prob- 
lem existed  In  that  transactions  occurred  in  the  computer 
operating  system  that  were  not  reported  to  the  division. 
This  situation  should  not  occur  and  the  control  needs  to 
be  strengthened. 

b)  Cigarette  tax  assessment  records  should  be  reconciled  to 
SBAS.   The  error  reported  to  the  year-end  receivable  and 
prior  year  revenue  amounts  were  corrected  subsequent  to 
year-end. 

c)  Brewers  reports  of  shipments  Into  the  state  and  distribu- 
tor's tax  reports  were  reconciled  on  a  regular  basis 
several  years  ago.   This  process  was  discontinued  because 
it  took  a  technician  about  one-half  of  her  time  to  com- 
plete the  monthly  reconcilement  and  the  benefits  over  a 
period  of  years  had  not  been  significant.   Both  these 
reports  continue  to  be  reconciled  on  a  "spot  check"  basis 
by  individual  distributor  as  audits  are  performed. 
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d)   Duplicate  systems  are  currently  being  maintained  in  the 
Bad  Debt  Collection  Bureau  because  we  are  currently  in 
the  process  of  rewriting  a  new  system  and  each  of  the 
existing  sets  of  records  has  a  unique  purpose.   The 
existing  bad  debt  system  could  not  be  readily  reconciled 
to  SBAS  due  to  different  system  cutoffs  &  a  low  priority 
for  processing  of  documents  through  another  division. 
The  new  system  will  be  reconcilable  to  SBAS. 


RECOMMENDATION  3 

We  recommend  the  Department  improve  internal  accounting  controls  over 
its  accounts  receivable  systems. 


RESPONSE 

We  conditionally  concur  with  the  recommendation.   A  request  for  fund- 
ing of  a  Department -wide  accounts  receivable  system  will  be  discussed 
with  the  1985  Legislature.   If  funded,  inheritance  tax  receivables 
will  be  included  in  the  new  system.   A  new  Motor  Fuels  Receivables 
system  is  under  development  and  is  scheduled  to  be  on-line  on  July  1 , 
1986.   The  Motor  Fuels  system  will  be  integrated  with  the  Department- 
wide  system  if  the  latter  is  developed.   The  Motor  Fuels  Tax  Division 
will  also  review  its  procedures  for  processing  and  auditing  gasoline 
returns  to  improve  internal  controls  and  will  make  changes  based  on 
that  review. 


RECOhJMENDATION   A 

We  recommend  the  Department  establish  procedures  to  ensure  timely 
follow-up  of  and  accurate  update  for  changes  and  collections  on 
accounts. 


55 


RESPONSE 

We  concur.   The  Natural  Resources  and  Corporation  Tax  Division  and 
Miscellaneous  Tax  Division  will  review  its  procedures  for  following  up 
on  receivables  and  will  make  necessary  changes  based  on  that  review. 


RECOMMENDATION  5 

We  recommend  the  Department: 

A,  Update  its  automated  Corporation  Tax  Data  System. 

B.  Maximize  use  of  the  Corporation  Tax  Data  System  to 
identify  Corporation  Tax  non-filers. 


RESPONSE 

We  conditionally  concur.   The  Natural  Resources  and  Corporation  Tax 
Division  will  update  its  automated  system  within  budgetary  limitation 
and  use  it  to  the  extent  that  the  system  will  perform  that  task. 


RECOMMENDATION  6 

We  recommend  the  Department  issue  and  follow  up  on  delinquent  With- 
holding Tax  notices  (DQ-5s)  in  a  timely  manner. 


RESPONSE 

We  concur  with  and  are  currently  Implementing  the  recommendation. 
Delinquent  notices  for  the  3rd  quarter  of  1984  withholding  taxes  were 
sent  out  49  days  following  the  due  date.   Follow  up  on  the  notices  is 
in  progress  and  will  be  completed  prior  to  the  due  date  for  the  4th 
quarter  of  1984  withholding  taxes. 
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RECOMMENDATION  7 

We  recommend  the  Department  perform  timely  liquor  store  and  telephone 
company  tax  return  audits. 


RESPONSE 

We  concur.  The  established  policy  for  auditing  state  and  agency  liq- 
uor stores  is,  "...  each  state  liquor  stoie  will  be  audited  an  average 
of  once  a  year  and  each  state  liquor  agency  will  be  audited  an  average 
of  two  time  a  year.  If  personnel  and  resources  are  available".  During 
the  period  reviewed  by  the  Office  of  the  Legislative  Auditor  there  was 
insufficient  staff  to  complete  the  Ideal  number  of  audits. 

The  Audit  Bureau  has  been  and  will  continue  to  comply  with  this  poli- 
cy.  As  of  December  31,  1984,  only  2%  of  both  state  and  agency  liquor 
store  audits  exceeded  the  audit  policy.   With  the  current  number  of 
personnel  all  liquor  store  audits  should  be  completed  by  February  1985 
within  policy  guidelines. 

On  telephone  co.  audits  we  concur  and  have  implemented  the  recommenda- 
tion.  All  audits  have  been  brought  up  to  date  and  the  division  is  on 
a  regular  audit  schedule. 


RECOMMENDATION  8 

We  recommend  the  Department  send  gas  notices  to  non-filing  natural  gas 
taxpayers  as  required  by  State  law. 


RESPONSE 

We  concur  and  have  Implemented  the  recommendation.   The  proceduie  has 
been  implemented  for  all  quarters  beginning  on  and  after  April,  1984. 
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RECOMMENDATION  9 

We  recommend  the  Department  record  all  revenue  estimates  on  SBAS  in 
accordance  with  state  accounting  policy. 


RESPONSE 

We  concur  and  did  establish  revenue  estimates  In  SBAS  before  the  end 
of  198A.   These  revenue  estimates  were  not  entered  In  SBAS  In  previous 
years  due  to  the  related  complexities  that  are  created  in  SBAS  when 
this  is  done.   The  Budget  Office  estimates  these  investment  earnings 
in  total  and  in  the  past  has  not  communicated  them  to  the  Department 
of  Revenue.   SBAS  requires  a  separate  estimate  for  each  accounting 
entity  and  for  each  revenue  class.   The  Board  of  Investments  has 
established  a  separate  class  of  revenue  for  each  and  every  type  of 
investment  that  they  make  and  these  particular  investment  earnings  go 
to  two  separate  accounting  entities.   This,  during  fiscal  year  84, 
meant  we  had  to  create  14  revenue  estimates,  based  on  actual  revenues 
to  date.   For  FY  85  we  must  guess,  based  upon  past  experience,  how  the 
Investments  Division  will  invest  the  monies  in  the  account  In  the 
future.   If  Investments  Division  changes  their  pattern  this  can  result 
in  a  wide  disparity  between  estimates  and  actual  revenues  unless  the 
revenue  estimates  are  constantly  changed.   If  Investments  Division 
makes  a  new  investment  where  estimates  are  not  established,  documents 
are  rejected  from  the  SBAS  system  until  the  estimates  are  established. 
If  anyone  wishes  to  know  the  status  of  Resource  Indemnity  investment 
earnings  now  they  must  combine  some  14  or  more  estimates  and  the  same 
number  of  actual  figures,  whereas  in  the  past  they  could  look  at  two 
non-budgeted  revenue  figures  and  compare  them  to  estimated  amounts 
that  were  left  off  of  SBAS.   In  short,  compliance  with  this 


58 


recommendation  has  created  a  paperwork  nightmare  and  it  is  question- 
able whether  controls  have  improved. 


RECOMMENDATION  lOA 

We  recommend  the  Department: 

A.   Record  required  transfers  in  a  timely  manner. 


RESPONSE 

We  concur.   We  believe  we  do  record  required  transfers  in  a  timely 
manner.   We  do  maintain  a  book  of  instructions  for  all  distributions 
and  it  is  reviewed  monthly  to  assure  all  legally  required  transactions 
are  made.   The  one  instance  referred  to  in  the  Legislative  Audit 
Report  of  a  transfer  of  revenue  on  February  1 ,  instead  of  on  December 
31,  was  the  first  time  that  this  distribution  had  to  be  made.   Because 
it  was  a  distribution  of  already  invested  funds,  there  were  many  ques- 
tions as  to  how  to  accomplish  the  distribution.   This  distribution  is 
complex  because  there  are  coal  tax  revenues  being  held  for  six  months 
in  two  separate  debt  service  fund  accounts  and  both  are  invested  m 
various  categories.   There  was  some  discussion  of  administrative 
responsibilities  of  the  debt  service  funds  with  the  Department  of 
Commerce  both  before  and  after  the  February  1,  198A  distribution  and 
part  of  that  distribution  was  reversed,  so  that  it  could  be  made  by 
the  Department  of  Commerce,  in  order  to  simplify  the  representation  of 
transactions  in  SBAS, 

It  should  be  noted  that  the  delay  of  this  distribution  had  no  effect 
on  investment  revenues  or  which  fund  they  benefitted.   Though  literal- 
ly, MCA  17-5-703  requires  distribution  by  the  State  Treasurer  on  the 
dates  December  31,  and  June  30,  until  SBAS  reports  are  available  after 
the  end  of  the  month  the  various  control  account  balances  are  not 
known  for  those  dates.   So  the  distribution  could  not  be  made  on  the 
precise  dates  Indicated  in  the  law. 
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REC0>1MENDATI0N    lOP 

B.   Work  with  the  Department  of  Commerce  and  study  methods  to 
simplify  accounting  for  Coal  Tax  Funds. 


RESPONSE 

We  concur.   We  believe  we  have  in  the  past  worked  with  the  Department 
of  Commerce  to  simplify  accounting  for  the  coal  tax  funds.   We  have 
transferred  administration  of  one  of  the  coal  tax  debt  service  fund 
accounts  to  the  Department  of  Commerce  as  a  result  of  these  discus- 
sions with  them.   We  are  currently  woxking  with  the  Department  of 
Commerce  regarding  correction  of  the  $53,395  that  was  over-distributed 
to  the  General  Fund.   We  will  continue  to  work  with  the  Department  of 
Commerce  in  the  future  to  simplify  accounting  for  the  coal  tax  funds. 


RECOMMENDATION  11 

We  recommend  the  Department: 

A.  Work  with  the  Department  of  Labor  and  Industry  to  determine 
the  feasibility  of  providing  a  cross-reference  list  of  corpo- 
rations useful  to  the  Department  of  Revenue. 

B.  If  compliance  with  requirements  of  the  law  is  not  feasible, 
seek  legislation  to  change  the  requirements  of  Section 
15-31-604, MCA. 


RESPONSE 

We  concur.  V7e  will  discuss  with  the  Department  of  Labor  and  Industry 
the  feasibility  of  obtaining  a  list  of  corporations  that  is  useful  to 
the  Department  of  Revenue  for  compliance  purposes.  If  this  cannot  be 
done  we  will  seek  legislation  to  eliminate  the  requirement. 
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RECOMMENDATION  12 

We  recommend  the  Department : 

A.  The  Department  of  Administration,  Property  Supply  Bureau,  act 
promptly  on  requests  to  dispose  of  property. 

B.  The  Department  of  Revenue  comply  with  State  Property  Disposal 
laws. 


RESPONSE 


We  concur. 


RECOMMENDATION  13 

We  recommend  the  Department  comply  with  the  law  or  seeV  legislation  to 
allow  transfer  of  in-state  debtor  accounts  to  collection  agencies. 


RESPONSE 

We  do  not  concur.   The  previous  audit  report  carried  this  same  recom- 
mendation.  Our  response  at  that  time  was  that  we  believe  we  are  cur- 
rently complying  with  the  law  and  that  the  law  does  not  prohibit  the 
use  of  collection  agencies  for  in-state  debts.   Although  we  have  not 
changed  our  opinion  the  Department  would  like  to  see  the  matter 
resolved.   Because  there  Is  usually  a  directive  to  state  agencies  to 
keep  the  amount  of  nonessential  legislation  to  a  minimum  we  feel  it 
would  be  difficult  to  get  this  item  into  the  Department's  Legislative 
package.   However,  if  the  Legislative  Auditor  is  interested  in  getting 
the  bill  introduced  we  would  be  willing  to  do  whatever  preparatory 
work  is  required. 
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RECOMMENDATION  lA 

We  recommend  the  Department  comply  with  State  laws  regarding  provision 
of  application  forms  for  Energy-Conserving  Investment  deductions. 


RESPONSE 

We  concur.   The  Department  will  provide  the  form  beginning  with  calen- 
dar year  1985  tax  periods. 


RECOMMENDATION  15 

We  recommend  the  Department  record  the  proper  amounts  on  Federal 
Financial  reports  and  return  $135.75  to  the  Federal  Government. 


RESPONSE 

We  concur.   The  matter  has  been  resolved  to  the  satisfaction  of  the 
Federal  Government . 


RECOMMENDATION  16 

We  recommend  the  Department  prepare  future  Indirect  cost  rate  propos- 
als accurately. 


RESPONSE 

We  concur.   The  Department  has  elected  a  "fixed  rate  with  carryover 
provision"  as  it's  Indirect  Cost  Rate  with  the  Federal  Department  of 
Health  &  Human  Services.   This  rate  calculation  method  allows  the 


62 


Department  to  make  adjustment  for  the  period  covered  by  a  rate  adjust- 
ment in  subsequent  negotiation.   The  errors  brought  to  the  Depart- 
ment's attention  by  the  audit  have  adjusted  the  proposal  submitted  for 
the  Fiscal  1986  Indirect  Cost  Rate  Proposal. 


RECOMMENDATION  17 

We  recommend  the  Department  of  Administration  change  state  accounting 
policy  regarding  recognition  of  property  tax  revenue  to  record  such 
revenue  in  accordance  with  generally  accepted  accounting  principles. 


RESPONSE 

We  concur.   We  have  discussed  this  issue  with  the  Department  of  Admin- 
istration.  They  will  be  changing  previous  policy  with  respect  to  the 
recording  of  property  tax  revenues  in  accordance  with  GAAP  and  we  will 
follow  the  new  policy. 


RECOMMENDATION  18 

We  recommend  the  Department  maxl-code  significant  intra-entity  trans- 
actions with  the  cash  control  account  during  the  fiscal  year-end  cut- 
off period. 


RESPONSE 

We  concur.   We  did  eliminate  the  intra-entity  transactions  for  receiv- 
ables and  payables  to  the  same  fund  for  the  Liquor  Enterprise  Fund 
financial  statements  for  both  FY  83  and  FY  84.   This  misstatement  of 
receivables  and  payables  exists  only  in  SBAS  and  was  the  result  of  a 
misunderstanding  as  to  what  is  allowed  and  what  is  not  allowed  by  the 
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Department  of  Administration  in  recording  SPAS  transactions.   Docu- 
ments must  be  "maxl-coded"  to  use  the  cash  control  account  during  the 
fiscal  year-end  period. 

RECOMMENDATION  19 

We  recommend  the  Department  recognize  federal  grant  revenues  in  accor- 
dance with  state  policy. 


RESPONSE 

We  concur.   Note  that  for  the  financial  statements  we  did  make  the 
corrections  necessary  to  properly  accrue  and  defer  federal  revenue. 
At  the  end  of  FY  83  it  was  difficult  to  comply  with  this  policy 
because  it  required  manually  keeping  track  of  certain  expenditures 
because  SBAS  allowed  them  to  occur  during  the  fiscal  year-end  period; 
the  same  period  in  which  we  had  to  enter  a  journal  voucher  establish- 
ing the  proper  accruals.   Manual  records  are  very  prone  to  error  and 
if  one  occurs  during  this  last  fiscal  period  of  SBAS  it  is  not  cor- 
rectable.  At  the  end  of  FY  8A  the  Department  of  Administration 
issued  a  mid-month  SBAS  report  which  was  to  contain  all  expenditures 
so  as  to  allow  the  proper  accruals  to  be  made  to  properly  accrue  and 
defer  federal  revenue.   Based  on  this  report  we  made  all  appropriate 
entries  to  achieve  the  proper  accruals  and  still  several  transactions 
that  were  allowed  after  the  mid-month  report  affected  the  accruals  and 
made  them  in  error.   At  the  next  fiscal  year-end  we  will  make  every 
attempt  to  achieve  the  proper  results. 


RECOMMENDATION  20 

We  recommend  the  Department: 

A.  Review  the  monthly  property  action  required  lists. 
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B.  Reconcile  physical  inventories  of  fixed  assets  to  the  property 
accountability  management  system. 

C.  Update  the  property  accountability  management  system  in  a  timely 
manner. 


RESPONSE 

We  conditionally  concur.   The  Property  Accountability  Management  Sys- 
tem (PAMS)  is  the  primary  workload  in  the  Centralized  Services  Divi- 
sion that  we  do  not  get  done  in  an  effort  to  create  vacancy  savings  to 
meet  budget  restrictions.   Over  the  past  two  years  we  have  made  some 
adjustments  to  the  system  but  it  is  still  somewhat  inaccurate. 

With  "carryover"  funding  from  FY  84  it  appears  possible  to  fill  a 
vacant  position  by  1-15-85  to  work  on  PAMS.   We  could  maintain  this 
workload  through  this  position  provided  the  vacant  position  that  was 
previously  held  open  is  not  deleted  by  the  current  session  of  the 
Legislature. 
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STATE  OF  MONTANA' 


(406)  444  2032 


January    18,    1 P83 
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MITCHELL  BUILDING 


HELENA.  MONTANA  S9620 


Rohrrt  R.  Ringwood 
T.egislatlve  Auditor 
State  Capitol 
Helena,  MT   S06?0 


MOWTAMm  I: 


near  Mr.  Ringwood: 

In  accordance  with  your  request,  we  submit  the  following  response  to 
recommendations  for  the  Oopartment  of  Administration  included  in  the 
recently  completed  audit  report  on  the  Department  of  Revenue. 

Recommendation  ill? 

The  Department  of  Administration,  Property  and  Supply  Rureau,  act 
promptly  on  requests  to  dispose  of  property. 

Response 

We  concur.  The  disposition  of  marketable  surplus  property  should 
never  extend  beyond  "^O  days  even  if  every  step  in  the  process 
(advertising  <^irst  to  other  state  agencies,  then  to  local 
iurisdictions  and  finally  to  the  public)  is  necessary.   In  the 
example  cited  by  the  audit  report,  for  reasons  unknown,  the  Bureau 
had  no  record  of  the  original  request. 

Recommendation  #17 

Vie    recommend  the  Department  of  Administration  change  state 
accounting  policy  regarding  recognition  of  property  tax  revenue  to 
record  such  revenue  in  accordance  with  generally  accented 
accounting  principles. 

Response 

We  concur. 


Sincerely, 

Rl  1  en  Feaver 
Director 
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